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CHAPTEE  VII. 


OF  MONEY. 

§  1.  BL^uYWo  proceeded  thus  far  in  ascertaining  the 
general  laws  of  Yahie,  witliout  introducing  tlie  idea  of 
Money  (except  oecasinnally  for  illustration),  it  is  time  that 
we  sliould  now  superadd  that  idea,  and  consider  in  what 
manner  the  principles  of  the  nnitnal  intercliange  of  com- 
modities are  affected  by  the  use  of  what  is  termed  a  Mcdi- 
um  of  Exchange. 

In  order  to  understand  the  maniftdd  fimetions  of  a  Cir- 
cnlating  Medium,  there  is  no  better  way  than  to  consider 
what  are  the  princii>al  inconveniences  wliieh  we  sliouhj  ex- 
perience if  we  had  not  such  a  medium.  Tlie  first  and  most 
obvious  wonld  he  the  want  of  a  comuion  measmre  for  values 
of  difi"erent  sorts.  If  a  taik>r  liad  only  coats,  and  wanted 
to  buy  bread  or  a  horse,  it  would  be  very  troublesome  to 
ascertain  how  much  bread  he  ouglit  to  obtain  for  a  coat,  or 
how  many  coats  he  should  give  for  a  horse.  The  calcula- 
tion must  be  recommenced  on  different  data,  every  time  he 
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bartered  liis  coats  for  a  different  kind  of  article  ;  and  there 
could  be  no  current  price,  or  regular  quotations  of  value. 
Whereas  now  each  thing  has  a  current  price  in  money,  and 
he  gets  over  all  difficulties  by  reckoning  his  coat  at  U.  or 
5^.,  and  a  four-pound  loaf  at  6d.  or  7d,  As  it  is  much  easier 
to  compare  different  lengths  by  expressing  them  in  a  com- 
mon language  of  feet  and  inches,  so  it  is  much  easier  to 
compare  values  by  means  of  a  common  language  of  pounds, 
shillings,  and  pence.  In  no  other  way  can  values  be  ar- 
ranged one  above  another  in  a  scale ;  in  no  other  can  a 
person  conveniently  calculate  the  sum  of  his  possessions ;. 
and  it  is  easier  to  ascertain  and  remember  the  relations  of 
many  things  to  one  thing,  than  their  innumerable  cross  re- 
lations with  one  another.  This  advantage  of  having  a  com- 
mon language  in  which  values  may  be  expressed,  is,  even 
by  itself,  so  important,  that  some  such  mode  of  expressing 
and  computing  them  would  probably  be  used  even  if  a 
pound  or  a  shilling  did  not  express  any  real  thing,  but  a 
mere  unit  of  calculation.  It  is  said  that  there  are  African 
tribes  in  which  this  somewhat  artificial  contrivance  actually 
prevails.  They  calculate  the  value  of  things  in  a  sort  of 
money  of  account,  called  macutes.  They  say,  one  thing  is 
worth  ten  macutes,  another  fifteen,  another  twenty."*^  There 
is  no  real  thing  called  a  macute  :  it  is  a  conventional  unity 
for  the  more  convenient  comparison  of  things  with  one  an- 
other. 

This  advantage,  however,  forms  but  an  inconsiderable 
part  of  the  economical  benefits  derived  from  the  use  of 
money.  The  inconveniences  of  barter  are  so  great,  that 
without  some  more  commodious  means  of  effecting  ex- 
changes, the  division  of  employments  could  hardly  have 
been  carried  to  any  considerable  extent.  A  tailor,  who 
had  nothing  but  coats,  might  starve  before  he  could  find 
any  person  having  bread  to  sell  who  wanted  a  coat :  be- 
sides, he  would  not  want  as  much  bread  at  a  time  as  would 
be  worth  a  coat,  and  the  coat  could  not  be  divided.     Every 

*  Montesquieu,  Esprit  des  Lois^  liv.  xxii,  ch.  8. 


MONEY.  19 

persoD^  tliorefore,  would  at  all  times  hasten  to  dispose  of 
his  eomrnoditj  in  exchange  for  anything  whiclij  though  it 
might  not  he  fitted  to  his  own  immediate  wants,  was  in 
great  and  general  demand,  and  easily  divisible,  su  that  he 
might  be  sm-e  of  heing  able  to  pui'chase  with  it,  whatever 
was  offered  for  sale.  Tlie  paimary  necessaries  of  life  possess 
these  properties  m  a  liigh  degree.  Bread  is  extremely  di- 
visible, and  an  object  of  universal  desire.  Still,  this  is  not 
the  sort  of  thing  required  :  for,  of  food,  unless  in  expeeta- 
tion  of  a  scarcity,  no  one  wishes  to  possess  more  at  once, 
tluiu  is  wanted  for  imuiediate  cunsumption ;  so  that  a  per- 
son is  never  sure  of  finding  an  immediate  purchaser  for  arti- 
cles of  food  ;  and  nnless  soon  dispubed  of,  most  of  them 
perish.  Tlie  thing  wliich  people  would  select  to  keep  by 
them  for  making  pm'chases,  must  be  one  wiiich,  besides  be- 
ing divisible,  and  generally  desired,  does  not  deteriorate  by 
keeping.  This  reduces  the  choice  to  a  small  number  of 
ai'ticleB, 

§  2.  By  a  tacit  concurrence,  almost  all  nations,  at  a 
very  early  period,  fixed  upon  certain  metals,  and  especially 
gold  and  silver,  to  serve  tliis  purpose.  Ko  other  substances 
unite  the  necessary  quaUties  in  so  great  a  degree,  with  so 
many  suburdinate  advantages.  Next  to  food  and  clothing, 
and  iu  some  climates  even  before  clothing,  the  strongest  in- 
clination in  a  rude  state  of  society  is  for  personal  ornament, 
aud  for  the  kind  of  distinction  which  is  obtained  by  rarity 
or  costliness  in  such  ornaments.  After  the  immediate  ne- 
cessities of  life  were  satisfied,  every  one  was  eager  to  ac- 
cumulate  as  great  a  store  as  possible  of  things  at  once  costly 
and  ornamental ;  which  were  chiefly  gold,  silver,  and  jew^els. 
These  were  the  things  which  it  most  pleased  every  one  to 
possess,  and  w^hich  there  was  most  certainty  of  finding  others 
willing  to  receive  in  exchange  for  any  kind  of  produce. 
They  were  among  the  most  imperishable  of  all  substances. 
Tliey  were  also  portable,  and  containing  great  value  in  small 
bulk,  were  easily  hid  ;  a  consideration  of  much  im^jiotV^^^.v.'^ 
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in  an  age  of  in?oeurity.  Jewels  are  ioierior  to  gold  and 
silver  in  tlie  quality  of  divisiljility  ;  and  are  of  very  various 
quiilitieSj  not  to  be  accurately  diacrinjinated  without  great 
trouble.  Gold  and  silver  are  eminently  divi^^ible,  and  wlien 
pure^  always  of  the  same  quality ;  and  tlieir  purity  may  be 

I  ascertained  and  certified  by  a  public  authority. 
Accordingly,  thougli  furs  have  been  employed  as  money 
in  some  countj'ietsj  cattle  m  otliei*8,  in  Chiiieae  Tiu*tary  cubes 
of  tea  closely  pressed  togetliej^  the  shells?  called  cowries  on 
the  coast  of  Western  Africa,  and  in  Aliyssinia  at  this  clay 
blocks  of  rock  ealt ;  tliougli  even  of  metals,  the  less  costly 
have  somethues  been  chosen,  as  iron  in  Laceda^mon  from  an 
ascetic  policy,  copper  in  the  eaJ'Iy  Roman  republic  ii'om 
the  poverty  of  the  people  ;  gold  and  silver  have  been  gener- 
ally preferred  by  nations  which  were  able  to  obtain  tliem, 
either  by  industry,  commerce,  or  conquest*  To  the  qualities 
which  originally  recommended  them,  another  came  to  be 
added,  the  inq^ortance  of  which  only  uufulded  itself  by 
degi'ees.  Of  all  commodities,  they  are  among  the  least  in- 
fluenced by  any  of  the  causes  which  produce  fluctuations 
of  value.  Ko  commodity  is  quite  free  from  such  fluctu- 
ations. Gold  and  silver  have  sustained,  since  the  beginning 
of  history,  one  great  permanent  alteration  of  value,  from 
the  discovery  of  the  American  mines  ;  and  some  temporary 
variations,  such  as  that  which,  in  the  last  great  war,  was 
produced  by  the  absor]>tion  of  the  metals  in  hoards,  and  in 
the  military  chests  of  the  immense  armies  constantly  in  the 
field.  In  the  present  age  the  opening  of  new  sonrces  of 
supply,  so  abundant  as  the  Ural  mountains,  California,  and 
Australia,  may  be  the  commencement  of  another  period  of 
dechne,  on  the  limits  of  which  it  would  be  useless  at  present 
to  epecnlate.  But  on  the  whole,  no  eonnnodities  are  so 
Httlo  exposed  to  causes  of  variation.  They  flnctnate  less 
than  almost  any  other  things  in  their  cost  of  production. 
And  from  tlieir  dnrabihty,  the  total  quantity  in  existence 
is  at  all  times  so  great  in  proportion  to  the  animal  supply, 
tJj^t  the  effect  on  value  even  of  a  change  in  the  cost  of  pix> 
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dnction  is  not  eutldeo  ;  ii  very  long  time  being  required  U* 
diniiiiisli  matensdly  the  quiaitity  in  existence,  and  e\'en  to 
increase  it  very  greatly  not  being  a  rapid  process.  Gold 
and  silver,  therefure,  are  mure  tit  tlian  any  other  eonnnodity 
to  be  the  sidiject  of  engagements  fur  receiving  or  paying  a 
given  quantity  at  some  distant  period.  If  the  engagement 
were  made  in  corn,  a  failure  of  crops  might  increase  the 
burthen  of  tiie  payment  in  one  year  to  fourfold  wliat  was 
intended,  or  an  exuberant  harvest  sink  it  in  anotlier  to  one- 
fourth.  If  stipulated  in  cloth,  some  manufacturing  inven- 
tion might  permanently  reduce  the  payment  to  a  tenth  of 
its  original  vahie.  Such  things  have  ocenrred  even  in  the 
case  of  payments  stipidated  in  gold  and  silver ;  but  the 
great  fall  of  their  value  after  the  diset>vcry  of  America,  is, 
as  yet,  the  only  authenticated  instance ;  and  in  this  ease 
the  change  viras  extremely  gradual,  being  8p>read  over  a 
period  of  many  years. 

When  gtild  and  silver  had  become  virtually  a  niedinm 
of  exchange,  by  lieeoming  the  things  for  which  people  gen- 
erally sold,  and  with  which  they  generally  bought,  whatever 
they  had  to  sell  or  to  buy  ;  the  coutrivunce  of  coining  ob- 
viously suggested  itself.  By  this  process  the  metal  was 
divided  into  convenient  portions,  of  any  degree  of  smallness, 
and  bearing  a  recognised  proportion  to  one  anotlier ;  and 
the  trouble  was  saved  of  weighing  and  assaying  at  every 
change  of  possessoi's,  an  inconvenience  which  on  the  occa- 
sion of  small  purcliases  would  soon  have  become  insupport- 
able. Governments  found  it  tbeii-  interest  to  take  the  oper- 
ation into  their  own  hands,  and  to  interdict  all  coining  by 
private  persons  ;  indeed,  their  guarantee  was  often  the  only 
one  which  would  have  been  relied  on,  a  reliance  however 
which  very  often  it  ill  deserved ;  }»'ofligate  governnienta 
having  until  a  very  modern  period  scldi.mi  scmpded,  for  tlic 
sake  of  robbing  their  creditors,  to  confer  on  all  other  debtors 
a  licence  to  rob  theirs,  by  the  shallow  and  impudent  artifice 
of  lowering  the  standard  ;  that  least  covert  of  all  modes  of 
knavery,  which  consists  in  calling  a  shilling  ^^^^juxv^^^^vdJ^ 


a  debt  of  a  hundred  pounds  may  be  cancelled  liy  tlie  paT- 

»ineiit  of  a  hundred  shillings.    It  would  have  been  as  simple 
a  plan,  and  would  have  answered  the  pnrpose  as  well,  to   H 
have  enacted  that  "  a  luiudi'ed  ''  should  ahvays  be  interpreted    H 
_^to  mean  live,  which  would  have  effected  the  same  reduction    " 
B-in  all  pecnTiiury  contraeta,  and  would  not  have  been  at  all 
more  shamelct=a.     Such  strokes  of  policy  have  not  wholly 
ceased  to  be  recommended,  but  tliey  have  ceaeed  to  be  prac- 
tised; except  oceaeionally  through  the  medium  of  i>aper 
money,  in  which  case  the  character  of  the  transaction,  from 
™  the  greater  obscurity  of  the  suliject,  is  a  little  less  barefaced. 

§  3.  Money,  when  its  use  has  grown  habitual,  h  the 
jnedium  through  which  the  incomes  of  the  different  mem- 
bers of  the  couimunity  are  distributed  to  thcnij  aiui  the  mea- 
Bure  by  which  they  estimate  their  possessions.  As  it  is 
always  by  means  of  money  that  peojile  provide  for  their 
different  necessities^  there  grows  op  in  their  minds  a  power- 
ful association  leading  them  to  regard  money  as  wealth  in 
a  more  peculiar  sense  than  any  other  article  ;  and  even 
those  who  pass  their  lives  in  the  production  of  the  most 
useful  objects,  acquire  the  habit  of  reganling  those  objects 
as  chiefly  importfint  by  their  capacity  of  being  exchanged  fli 
for  money.  A  person  who  parts  with  money  to  obtain  ~ 
commodities,  unless  he  intends  to  sell  them,  appears  to  the 
imagination  to  be  making  a  worse  bargain  than  a  j>erson 
who  parts  with  commoditicB  to  get  nnjiuw  ;  the  one  seems 
to  be  si^ending  liis  means,  the  other  adding  to  them.  Illu- 
BiJoBS  which,  though  now  in  some  measure  dispelled,  were 
long  powerful  enougli  to  overmaster  the  mind  of  every 
politician,  both  speculative  and  practical,  in  Eiu*ope. 

It  must  be  evident,  however,  that  the  mere  introduction 
of  a  particular  mode  of  exchanging  things  for  one  Riiother, 

*by  first  exchanging  a  thing  for  money,  and  then  exchanging 
the  money  for  something  else,  makes  no  difference  in  the 
essential  character  of  transactions.  It  is  not  with  money 
tliat  things  are  really  pnrcliased.     Nobody's  income  (except 


4 


!pt       U 


MONEY. 


23 


that  of  tlie  gold  or  silver  miner)  is  derived  from  tlie  precious 
metals.  The  putinds  or  sliilUngs  which  a  person  receives 
weekly  or  yearly,  are  not  what  constitntes  Mb  ineome ;  they 
are  a  sort  of  tickets  or  orders  wliich  he  can  present  for  pay- 
ment at  any  shop  he  pleases,  and  which  entitle  him  to  re- 
ceive a  certain  value  of  any  c<»mmodity  that  lie  makes  choice 
of.  The  fanner  pays  his  lahoiirei-s  nnd  his  landlord  in  these 
tickets,  aa  the  most  convenient  plan  tbr  himself  and  tltem ; 
but  their  real  income  is  their  share  of  his  cora,  cattle,  and 
hay,  and  it  makes  no  essential  difference  whether  he  dis- 
tributes it  to  them  directly,  or  sells  it  for  them  and  gives 
them  the  price ;  but  as  they  would  have  to  sell  it  for  money 
if  he  did  notj  and  as  he  is  a  seller  at  any  rate,  it  best  suits 
the  pui'poses  of  all,  that  he  sho^ild  sell  their  share  along  with 
his  own,  and  leave  the  labourers  more  leisure  for  work  and 
the  landlord  for  being  idle.  The  capitalists,  except  those 
who  are  producers  of  the  precious  metals,  derive  no  part  of 
their  ineome  from  those  metals,  since  they  only  get  them 
by  buying  them  mth  their  own  produce :  while  all  other 
persons  have  their  incomes  paid  to  them  by  the  capitalists, 
or  by  those  who  have  received  payment  from  the  capitalists, 
tind  as  the  capitalists  have  nothingj  from  the  first,  except 
their  produce,  it  is  that  and  nothing  else  which  supplies  all 
incomes  fm-nished  by  tliem.  There  cannot,  in  short,  be  in- 
trinsically a  more  hisignificant  thing,  in  tlie  economy  of 
society,  than  money ;  except  in  the  character  of  a  contriv- 
ance for  sparing  time  and  labour.  It  is  a  machine  for  doing 
quickly  and  commodiously,  what  would  be  done,  though 
less  quickly  and  commodiously,  without  it :  and  like  many 
other  kinds  of  machinery,  it  only  exerts  a  distinct  and  inde- 
pendent influence  of  its  own  when  it  gets  out  of  order. 

The  introduction  of  money  does  not  interfere  vdth  the 
operation  of  any  of  the  Laws  of  Value  laid  down  in  the  pre- 
ceding chapters.  The  reasons  which  make  the  temporary 
or  mai*ket  value  of  things  depend  on  the  demand  and  sup 
ply,  and  their  average  and  ]>ermanent  values  upon  their 
cost  of  production,  are  as  applicable  to  a  m^oney  fe^^^teiVtv  ^"fe 


to  a  system  of  barter. 


Tilings  wliicli 


by  barter  would  ex- 


change for  one  anotber,  will,  if  sold  for  inonej,  sell  for  au 
equal  amoiint  of  it,  and  so  will  exchange  for  one  another 
atill,  though  the  process  of  exclianging  them  will  consist  of 
two  operations  instead  of  only  one.  The  relations  of  com- 
modities to  one  another  remain  unaltered  by  money :  the 
only  new  relation  introduced,  is  their  relation  to  money  it- 
self; how  much  or  how  little  money  they  will  exchange 
for ;  in  other  words,  how  the  Exchange  Value  of  money 
itself  is  determined.  And  this  is  not  a  question  of  any 
difficulty,  when  the  illusion  is  dispelled,  which  caused  money 
to  be  looked  upon  as  a  peculiar  thing,  not  governed  by  the 
same  laws  as  other  tilings.  Money  is  a  commodity,  and  its 
value  is  determined  like  that  of  other  commodities,  tempo- 
rarily by  demand  and  supply,  permnncntly  and  on  the  aver- 
age by  cost  of  production.  The  illustration  of  these  prin- 
ciples, considered  in  their  application  to  money,  must  be 
given  in  some  detail,  on  account  of  the  confusion  which,  in 
minds  not  scientifically  instructed  on  the  subject,  envelopes 
the  whole  matter  ;  partly  irom  a  lingering  remnant  of  the 
old  misleading  associations,  and  partly  from  the  mass  of 
vapoury  and  baseless  speculation  ^vith  wliich  this,  more 
than  any  other  topic  of  ]«olitieal  economy,  has  in  latter 
times  become  surrounded.  1  shall  therefore  treat  of  the 
Value  of  Money  in  a  chapter  apart. 


CHAPTER  Yin. 

OF  TEE  VALUE  OF  MOXEY,  AS  DEPENDENT  ON  DEMAKD 
AND  SUPPLY. 


§  1.  It  is  iinfortnnate  that  in  the  very  outset  of  the 
subject  we  have  to  clear  tVoin  our  ]>ath  a  formidable  am- 
biguity of  language.  The  Value  of  Money  is  to  ai^pearaiiee 
an  expressiou  as  precise,  as  tree  from  possibility  of  misiiader- 
standiiig,  as  any  in  science.  The  value  of  a  thing,  is  what 
it  will  exchange  for :  tlie  value  of  money,  is  what  money 
will  exchange  for;  the  purchasing  power  of  money.  If 
prices  are  low,  money  will  buy  much  of  other  things,  and 
is  of  high  value ;  if  prir;es  are  high,  it  will  buy  little  of  other 
things,  and  is  of  low  value.  Tlie  value  of  money  ia  inversely 
as  general  prices :  falling  as  they  rise,  and  rising  as  they 
falh 

But  unhappily  the  same  phrase  is  also  employed,  in  the 
current  language  of  commerce,  in  a  very  different  sense. 
Money,  which  is  so  commonly  understood  as  the  synonyme 
of  wealth,  is  more  especially  the  term  in  use  to  denote  it 
when  it  is  the  subject  of  borrowing.  When  one  person  lends 
to  another,  as  well  as  when  he  pays  wages  or  rent  to  an- 
other, what  he  transfer  is  not  the  mere  money,  but  a  right 
to  a  certain  value  of  the  produce  of  the  eountn%  to  be 
selected  at  pleasure ;  the  lender  ha\ung  first  bought  this 
right,  by  giving  for  it  a  poition  of  his  capital.  What  he 
really  lends  is  so  much  capital ;  the  money  is  the  mere  in- 
fitrument  of  transfer.     But  the  capital  nsnally  passes  from 

the  lender  to  the  receiver  through   the  means  either  of 
28 
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money,  or  of  an  order  to  receive  money,  and  at  any  rate 
it  is  in  money  tliat  the  capital  is  computed  and  estimated. 
Hence,  borrowing  capital  is  universally  called  borrowing 
money  ;  the  loan  market  is  called  the  money  market :  those 
wlio  luive  their  capital  disposable  for  investment  on  loan 
are  called  the  monied  class :  and  the  equivalent  given  for 
the  use  of  capital,  or  in  other  words,  interest,  is  not  only 
called  the  interest  of  money,  but,  by  a  grosser  perversion 
of  terms,  the  value  of  money.  This  misapplication  of  lan- 
guage, assisted  by  some  fallacious  appearances  which  we 
shall  notice  and  clear  up  hereafter,*  has  created  a  general 
notion  among  persons  in  business,  that  the  Value  of  Money, 
meaning  the  rate  of  interest,  has  an  intimate  connexion  with 
the  Value  of  Money  in  its  proper  sense,  the  value  or  pur- 
chasing i)ower  of  the  circulating  medium.  We  shall  return 
to  this  subject  before  long :  at  present  it  is  enough  to  say, 
that  by  Value  I  shall  always  mean  Exchange  Value,  and 
by  money  the  medium  of  exchange,  not  the  capital  which 
is  passed  from  hand  to  hand  through  that  medium. 

§  2.  The  value  or  purchasing  power  of  money  depends, 
in  the  first  instance,  on  demand  and  supply.  But  demand 
and  supply,  in  relation  to  money,  present  themselves  in  a 
somewhat  different  shape  from  the  demand  and  supply  of 
other  things. 

The  supply  of  a  commodity  means  the  quantity  offered 
for  sale.  But  it  is  not  usual  to  speak  of  offering  money  for 
sale.  People  are  not  usually  said  to  buy  or  sell  money. 
This,  however,  is  merely  an  accident  of  language.  In  point 
4)f  fact,  money  is  bought  and  sold  like  other  things,  when- 
ever other  things  are  bought  and  sold  for  money.  Who- 
ever sells  corn,  or  tallow,  or  cotton,  buys  money.  Whoever 
buys  bread,  or  vrine,  or  clothes,  sells  money  to  the  dealer 
in  those  articles.  The  money  with  which  people  are  offer- 
ing to  buy,  is  money  offered  for  sale.  The  supply  of  money, 
then,  is  the  quantity  of  it  which  people  are  wanting  to  lay 

*  Infra,  ch.  xxiii. 
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oht ;  that  is,  all  the  moner  they  have  in  their  possession, 
except  what  tliej  are  hoardhig,  or  at  knist  keeping  hy  thcni 
as  a  reserve  for  future  contingencies*  The  supply  of  money, 
in  short,  is  all  the  money  in  cifcuJatton  at  the  time. 

The  demand  for  money,  again,  consists  of  all  the  goods 
offered  for  sale<  Every  seller  of  goods  is  a  buyer  of  money, 
and  the  gL>ods  he  brings  M'ltli  him  constitute  his  demand. 
The  demand  fur  money  differs  from  the  demand  for  other 
tinners  in  this,  that  it  is  limited  only  by  the  means  of  the 
purchaser.  The  demand  fur  other  things  is  for  so  much 
and  no  more  ;  hut  there  is  always  a  demand  for  as  much 
money  as  can  be  got,  Pei^ons  may  indeed  refuse  to  sell, 
and  withdraw  tliuir  goods  from  the  market,  if  they  eatmot 
get  fur  them  wlnit  they  consider  a  sufficient  price.  But 
this  is  only  when  they  think  that  the  price  will  rise,  and 
that  they  shall  get  more  money  by  waiting.  If  they  tliouglit 
the  low  price  likely  to  be  permanentj  they  would  take  what 
they  could  get.  It  is  always  a  siue  qua  non  with  a  dealer 
to  dispose  of  his  goods. 

As  the  whole  of  the  goods  in  tlie  market  compose  the 
demand  for  mnneyj  so  the  whole  of  the  money  coiistitutca 
the  demand  for  goods.  Tlie  money  and  the  goods  are  seek- 
ing each  other  for  the  purpose  of  being  exchanged.  Tliev 
arc  reciprocally  supply  and  demand'to  one  another.  It  is 
Indifferent  whetherj  in  cluiraeterizing  the  plienomena,  we 
speak  of  the  demand  and  supply  of  goods,  or  the  supply 
and  the  demand  of  money.  Tliey  are  equivalent  exjjrcs- 
sioiis. 

We  sliall  proceed  to  illustrate  tliis  proposition  more  fully. 
And  in  doing  this,  the  reader  will  remark  a  great  difference 
between  the  class  of  questions  which  now  occupy  us,  and 
those  wliicli  we  preriously  had  under  discussion  respecting 
Tallies,  In  considering  Value,  wc  were  only  concerned 
with  causes  which  acted  upon  particular  commodities  apart 
from  the  rest.  Causes  which  affect  all  commodities  alike, 
flo  n*>t  act  upon  values.  But  in  considering  the  relation 
l)etween  goods  and  money,  it  is  witl)  the  causes  \Wl  cvy^^^^.^^ 
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upon  all  goods  wliatever,  that  we  are  espeeiallj  coiiecrnetL 
We  are  comparing  goods  of  all  sorts  on  one  side,  with  niouey 
on  the  other  ijide,  as  things  to  be  exclianged  against  eacli 
otiier. 

Suppose,  everything  else  being  the  saniCj  that  there  m 
an  increase  in  the  quantity  of  money,  say  by  the  arrival  of 
a  foreigner  in  a  place,  with  a  treasure  of  gold  and  silver.  ™ 
When  lie  commences  expending  it  (for  this  question  it  mat-™ 
ters  not  whether  productively  or  unproductively),  lie  adds 
to  the  supply  of  money,  and  by  the  same  act,  to  the  demand 
for  goods,  Doubtle&s  he  adds^  in  tlie  first  instance^  to  the 
■  demand  only  for  certain  kinds  of  goods,  namely,  those  which™ 
he  selects  fur  purcliase  ;  he  will  immediately  raise  tlie  priee 
of  tliose,  and  so  far  as  he  is  individually  concerned,  of  those 
only.  If  he  spends  his  funds  in  giving  entertainments,  he 
will  raise  the  prices  of  food  and  wine.  If  he  expends  them 
in  establishing  a  manufactory,  he  w^ill  raise  the  prices  of  la- 
bom*  and  xnaterials.  But  at  the  higher  prices,  more  money 
will  pass  int3  the  hands  of  the  sellers  of  these  different  arti- 
cles ;  and  they,  w  hether  labourers  or  dealers,  having  mure 
money  to  lay  out,  will  create  an  uicreased  demand  for  all 
the  things  which  they  ai'e  accustomed  to  purchase:  these 
accordingly  will  rise  in  price,  and  so  on  until  the  rise  has 
reached  everything.  I  say  everything,  though  it  is  of  course 
possible  that  the  influx  of  money  might  take  place  through 
the  medium  of  some  new  class  of  consmners,  or  in  such  a 
manner  a^  to  alter  the  propmrtions  of  differeot  classes  of 
consumers  to  one  another,  so  that  a  greater  share  of  thi 
national  income  than  betbre  w^ould  thenceforth  he  expcndc 
in  some  articles,  and  a  smaller  in  others ;  exactly  as  if  a 
change  had  taken  jdace  in  the  tastes  and  wants  of  the  com- 
H  munity.  If  this  were  the  case,  then  mi  til  production  had 
"  acconnnodated  itself  to  this  change  in  the  comparative  de- 
maod  for  diderent  things,  there  w  ould  be  a  real  alteration 
in  values,  and  some  things  w^ould  rise  in  price  more  than 
H  others,  wdiile  some  pcrlmi>s  would  not  rise  at  alb  These 
H    i.»ireersj  Jiowever,  would  evidently   proceed,  not  trom  the 
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jnere  inci'ease  of  iiioiiey,  Lnt  from  accessory  circiimstanecs 
attending  it.  We  are  now  only  called  upon  to  cont-irler 
^liat  wonld  be  the  efiect  of  an  incrcage  of  money,  conc^id- 
ered  by  itself.  Snpposing  the  money  in  the  hanils  uf  indi- 
viduals to  be  increasedj  the  %vants  and  incliuatioiis  of  the 
coTnmunity  collectively  in  rei^pect  to  consumption  remaining 
exactly  the  same ;  the  increase  of  demand  wonld  reach  all 
things  eqnally,  and  there  would  be  an  universal  rise  of 
prices*  We  might  suppose  with  Humej  that  some  morning, 
every  person  in  tlie  nation  fihonld  wake  and  find  a  gold  coin 
in  his  pocket:  tins  example,  however,  would  involve  an 
alteration  of  the  proportions  in  tlie  demand  for  different 
commodities ;  the  hixuries  of  the  ]>oor  wonld,  in  the  first 
instance,  be  raised  in  price,  in  a  mucli  greater  degree  than 
other  things.  Let  us  rather  suppose,  therefore,  that  to  every 
pound,  or  shilling,  or  penny,  in  tlie  j^ossession  of  any  one, 
another  pound,  shilling,  or  penny,  were  suddenly  added. 
There  would  be  an  increased  money  demand,  and  conse- 
quently an  increased  money  value,  or  jniee,  for  things  of 
all  sorts.  This  inci'eased  value  would  do  no  good  to  auy 
one ;  would  make  no  diftercnee,  rcxcept  that  of  having  to 
reckon  pounds,  shillings,  and  pence,  in  higher  nnrabei'S.  It 
would  be  an  increase  of  valncB  only  as  estimated  in  money, 
a  thing  only  wanted  to  buy  other  things  witli ;  and  would 
not  enable  any  one  to  buy  more  of  them  tlian  before.  Prices 
would  have  risen  in  a  ceilain  ratio,  and  the  value  of  money 
would  liave  lidlen  in  the  same  ratio. 

It  is  to  be  remarked  that  this  ratio  w'onld  be  precisely 
that  in  which  the  quantity  of  nioney  had  been  increased. 
If  the  whole  money  in  circulation  was  doubled,  prices  would 
be  doubled.  ,^  If  it  was  only  increased  one-fourth,  prices 
would  rise  one-fonrth.  T]iere  wonld  be  one-fourth  more 
money,  all  of  wliich  would  be  used  to  purchase  goods  of 
some  description,  When  there  had  been  time  for  the  in- 
creased supply  of  money  to  reach  all  markets,  or  (according 
to  the  conventional  metaphor)  to  permeate  all  the  channels 
of  circulation,  all  prices  M'ould  have  risen  one-tburth,     P^Mt 
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tlie  general  rise  ofpiiLe  is  uidependeiit  of  tliis  diffndng  and 
L'qTuiliziiig  process.  Even  if  some  piices  were  raised  more, 
and  others  less,  the  average  rise  would  be  one-fourth.  Tliis 
is  a  necessary  eonsequenee  of  the  factj  that  a  fourth  more 
money  would  have  been  given  for  only  the  same  quantity 
of  goods.  General  prices,  therefore,  would  in  any  case  be 
a  foiii^th  higher.  - 

The  very  same  effect  would  be  produced  on  prices  if  we  | 
suppose  the  goods  dijuinished,  instead  of  the  money  in- 
creased ;  and  tlie  contrary  effect  if  the  goods  weie  increased^ 
or  the  money  diminisheth  If  there  were  less  nioney  in  the 
hands  of  the  community,  and  the  same  amomit  of  goods  to 
be  sold,  less  money  altogether  would  be  given  for  them,  and 
they  would  be  sold  at  lovTer  prices;  lower,  too,  in  the  pre- 
cise ratio  in  which  the  jnoney  was  diminished.  So  that  the 
Talue  of  money,  other  things  being  the  same,  varies  inversely 
as  its  quantity ;  every  increase  of  quantity  lowermg  the 
value,  and  every  diminution  raising  it,  in  a  ratio  exactly 
equivalent. 

Tliis,  it  must  be  observed,  is  a  property  peculiar  to  _ 
money,     We  did  not  find  it  to  be  true  of  eonmiodities  gen-^ 
erally,  that  every  diminution  of  supply  raised  the  value 
exactly  in  proportion  to  the  deficiency,  or  that  every  in 
crease  lowered  it  in  the  precise  ratio  of  the  excess.     Some 
things  are  usually  affected  iu  a  greater  ratio  than  that  of 
the  excess  or  dcliciency,  othei^s  usually  in  a  less:  because, 
in  ordinary  cases  of  demand,  the  desire,  being  for  the  thing 
itself,  may  be  etronger  or  weaker ;  and  the  amount  of  whai 
people  are  willing  to  expend  on  it,  being  in  any  case  a-l 
limited  quantity,  may  be  affected  in  very  unequal  degrees-l 
by  difficulty  or  facility  of  attainment*     But  in  the  case  of  j 
money,  which  is  desired  as  tlie  means  of  universal  purchase,  1 
the  deniand  consists  of  everything  which  people  have  to] 
sell  ;  and  the  only  limit  to  what  they  are  willing  to  give,! 
is  the  limit  set  by  their  having  nothing  more  to  offer.     The 
whole  of  the  goods  being  in  any  case  exchanged  for  the 
whole  of  the  money  which  comes  into  the  market  to  be  laid 
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out,  tliey  will  sell  for  less  or  more  of  it,  exactly  according 
as  less  or  more  is  broiight. 


§  3.  From  what  precedes,  it  might  for  a  moment  be 
supposed,  that  all  the  goods  on  Bale  in  a  coujitrj  at  any  one 
time,  are  exchanged  for  all  the  money  existing  and  in  eir- 
dilation  at  that  same  time :  or,  in  other  words,  that  there 
is  always  in  circulation  in  a  countiy,  a  quantity  of  money 
etjual  in  value  to  the  whole  of  the  goods  then  and  there  on 
sale.  But  tMs  would  be  a  complete  misapprehenisiun.  Tlie 
money  laid  out  is  equal  in  value  to  tlie  goods  it  purchases ; 
but  the  quantity  of  money  laid  vnt  is  not  the  same  thing 
with  the  quantity  in  circulation.  As  the  money  passes  from 
hand  to  hand,  the  same  piece  of  money  is  laid  out  aiany 
times,  before  all  the  things  on  sale  at  one  time  are  purchased 
and  finally  removed  from  the  market :  and  each  poimd  or 
dollar  must  be  counted  for  as  many  pounds  or  dollars,  as 
the  number  of  times  it  changes  hands  in  order  to  efieet  this 
object.  Tlie  greater  part  of  tlie  gt^ods  must  also  be  counted 
more  than  once,  not  only  because  most  things  pass  through 
tJie  hands  of  several  sets  of  manufacturers  and  dealers  before 
they  assume  the  form  in  which  they  are  finally  consumed, 
but  because  in  times  of  speculation  (and  all  times  are  so, 
more  or  less)  the  same  goods  are  often  l>ought  repeatedly, 
to  be  resold  for  a  profit,  before  they  are  bought  for  the  pm*- 
pose  of  consumption  at  all.  i 'j 

If  we  assume  the  quantity  of  goods  on  sale,  and  the 
iimnber  of  times  those  goods  are  resold,  to  be  fixed  quanti- 
ties, the  value  of  money  \\^ll  depend  upon  its  quantity,  to- 
gether witli  the  average  number  of  times  that  each  piece 
changes  hands  in  the  process.  The  whole  of  the  goods  sold 
(counting  each  resale  of  the  same  goods  as  so  much  added 
to  the  goods)  have  been  exchanged  lor  the  whole  of  the 
money,  multiplied  by  the  number  of  purchases  made  on  the 
average  by  each  piece.  Cooscquentl>%  the  amount  of  goods 
ftud  of  transactions  being  tlie  same,  the  vahie  of  money  is 
inversely  as  its  qnantity  multiplied  by  what  is  called  the 


rapidity  of  eirculatioD.  And  tlie  quantity  of  money  in  cii% 
eiilation,  is  equal  to  the  money  value  of  all  the  goods  sold, 
divided  Ly  the  Dumber  which  ex[7res8es  the  rapidity  of  car-    fl 

Iculation.  H 

The  phrase,  rapidity  of  circulation,  requu'es  some  com-    H 
jneut.     It  must  not  he  understood  to  meauj  the  number  of    I 
purchases  made  by  each  piece  of  money  in  a  given  time. 
Time  is  not  the  thing  to  he  cuosidered.   llie  state  of  society 
may  be  such,  that  each  piece  of  money  hardly  performs  more    ■ 
than  one  purchase  in  a  year ;  hut  if  tliis  arises  from  the 

■6mall  number  of  transactions — from  the  small  amount  of 
1}uaineBS  done,  the  ivant  of  activity  in  trafficj  or  because 
what  traffic  there  is,  mostly  takes  place  by  barter — ^it  con-  ■ 
fititutes  no  reason  why  prices  sliould  be  lower,  or  the  value  ™ 
of  money  higher.  Tlie  essential  point  is,  not  how  often  the 
same  money  changes  hands  in  a  given  time,  but  how  often 
it  clianges  hands  in  order  to  perfonn  a  given  amount  of 
traffic.  We  must  compare  the  number  of  purchases  made 
by  the  money  in  a  given  time,  not  with  the  time  itself,  but 
with  the  goods  sold  in  that  same  time.  If  each  piece  of 
money  changes  hands  on  an  average  ten  times  while  goods 
are  sold  to  the  value  of  a  million  sterling,  it  is  evident  tliat 
the  money  required  to  circulate  those  goods  is  100,000?. 
And  conversely,  if  the  money  in  circulation  is  100,000?.,  ^ 
and  each  piece  changes  hands  by  the  pmx*hase  of  goods  ten 
times  in  a  month,  the  sales  of  goods  for  money  which  take 
_  place  every  month  must  amount  on  the  average  to  1,000,000?, 
f  Ila]ndity  of  circulation  being  a  phrase  so  ill  adapted 
to  express  the  only  thing  which  it  is  of  any  importance  tt 
express  by  it,  and  having  a  tendency  to  confuse  the  subject 
by  suggesting  a  meaning  extremely  diffi^Tent  from  tlie  one 
intended,  it  would  be  a  good  thmg  if  the  phrase  could  be 
got  rid  of,  and  another  substituted,  more  directly  significant 
of  the  idea  meant  to  be  conveyed.  Some  such  ex]>ression 
as  *Hhe  efficiency  of  money,"  though  not  imexceptionable, 
would  do  better  ;  as  it  would  point  attention  to  tlie  quan- 
thv  of  wor^iope,  witliout  suggesting  the  idea  of  estimating 
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it  by  time.  Until  an  !ippro]>riate  term  can  be  devieed,  we 
must  be  content  when  ambiguity  is  to  be  appreheiuled,  to 
exjiress  the  idea  liy  the  eireuoilocution  wliich  alone  conveys 
it  adequately,  namely,  the  average  number  of  purchaser 
made  by  each  pieee  in  order  to  alTect  a  given  peeiininry 
amount  of  transactions. 


§  4.  The  proposition  which  we  lisive  laid  down  respect- 
ing the  dej^endenee  of  general  prices  ujion  the  quantity  of 
mouey  in  circitlHtioy,  must  be  understood  as  applyintr  only 
to  a  state  of  tliingi^  in  whicli  money,  that  is,  gold  or  silver, 
is  the  exclusive  instrument  of  exchange,  and  actually  pas^ej^ 
from  hand  to  hand  at  every  juireliase,  credit  in  any  of  its 
shapes  being  unknown.  When  credit  conies  into  play  as  a 
means  of  purchasing,  distinct  from  money  in  band,  we  shall 
hereafter  find  that  the  connexion  between  prices  and  the 
amount  of  the  circulnthig  medium  is  nuich  less  dii^eet  and 
intimate,  and  that  such  connexion  as  does  exist,  no  longer  ad- 
mits of  so  simple  a  mode  of  expression.  But  on  a  subject  so 
full  of  coTnplexity  as  that  of  currency  and  prices,  it  is  neces- 
sary to  lay  the  foundation  of  €»ur  tlicory  in  a  thorongli  un- 
derstanding of  the  most  simple  cases,  which  we  shall  always 
find  lying  as  a  groundwork  or  substratum  under  those  whicli 
arise  in  practice.  That  an  inerease  of  tlic  quantity  of  mcmey 
raises  prices,  and  a  diminution  lowers  them,  is  the  most  ele- 
mentary  proposition  in  the  theory  of  currency,  and  without 
it  we  should  have  no  key  to  any  of  the  others.  In  any  state 
of  things,  however,  except  the  simple  and  primitive  one 
which  we  have  supposed,  the  proposition  is  only  true  other 
things  being  the  same :  and  what  those  other  tilings  are, 
which  must  be  the  same,  we  are  not  yet  ready  to  pronounce. 
We  can,  however,  ])oint  out,  even  ]]0w,  one  or  two  of  the 
cautions  with  which  the  principle  must  be  guarded  in  at- 
tempting to  make  use  of  it  for  the  practical  explanation  of 
phenomena:  cantinns  the  more  indispensable,  as  the  doc- 
trine, though  a  scientific  truth,  Jias  of  late  years  been  the 
foundation  of  a  greater  mass  of  ialse  theory,  and  tittou^<^u% 


8^ 


BOOK  in.      CIIAPTEH   VIII.     §4. 


7 


intei-pretation  of  facts,  than  any  other  proposition  relating 
to  interchange.  From  tlie  time  of  the  resumption  of  casli 
payments  hy  the  Act  of  lS19j  and  especially  since  the  com- 
mercial crisis  uf  1825,  the  favourite  ex|>laiiation  of  every  riee 
or  fall  of  prices  has  been  **  the  cnrrency  ; ''  and  like  most 
popnlar  theories,  the  doctrine  has  been  applied  with  little 
regard  to  the  conditions  necessarj  for  making  it  correct. 

For  example,  it  is  habitually  assnmed  that  whenever 
there  is  a  greater  amount  of  money  in  the  country,  or  in 
existence,  a  rise  of  priees  must  necessarily  follow.  But  this . 
is  by  no  means  an  inevitable  consequence.  In  no  conmiod- 
ity  is  it  the  quantity  in  existence,  but  the  quantity  offered 
for  sale,  that  determines  the  value.  Whatever  may  be  the 
quantity  of  money  in  the  country,  only  that  part  of  it  will 
affect  prices,  which  goes  into  the  market  of  commodities, 
and  is  there  actually  exchanged  against  goods.  Whatever 
increases  the  amonnt  of  this  portion  of  the  money  in  the 
couutry,  tends  to  raise  prices.  But  money  hoarded  does  not 
act  ou  prices.  Money  kept  in  reserve  by  individuals  to 
meet  contingencies  which  do  not  occur,  does  nirt  act  on 
prices.  The  money  in  the  coffers  of  the  Bank,  or  retained 
as  a  reserve  by  private  bankers,  does  not  act  on  prices  until 
drawn  out,  nor  even  then  unless  drawn  out  to  be  ex]>ended 
in  commodities. 

It  frequently  liappens  that  money,  to  a  considerable 
amonnt,  is  brouglit  into  the  coimtry,  is  there  actually  in- 
vested as  capital,  and  a^ain  flows  out,  without  having  ever 
OBce  acted  upon  the  markets  of  commodities,  but  only  upon 
tlie  market  of  securities,  or,  as  it  is  commonly  though  im-  M 
properly  called,  the  money  market.  Let  us  return  to  tlic  1 
case  already  put  for  illustration,  that  of  a  foreigner  landing 
in  the  country  with  a  treasure.  We  8!q>posed  him  to  em- 
ploy liis  treasure  in  the  purchase  of  goods  for  his  own  use, 
or  in  setting  up  a  manufactory  and  employing  lahuurers ; 
and  in  either  case  he  would,  cai'eHs  panhffs,  raise  ]>rices. 
But  instead  of  doing  either  of  tiiese  things,  he  might  very 
probably  prefer  to  invest  his  Ibrtune  at  interest ;  which  we 
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&hall  suppose  him  to  do  in  tlic  most  obvious  way,  by  beconi- 
ing  a  eoinpetitor  for  a  portion  of  tlie  6tuck,  excbeqnur  bills, 
railway  del^enttireSj  mercantile  bills,  niuitgages,  ifec,  whicb 
are  at  all  times  in  the  bands  of  the  ]niblie.  By  doing  this 
he  would  raist;  the  prices  of  those  different  securities,  or  in 
other  words  would  lower  the  rate  of  interest ;  and  since  this 
would  disturb  the  relation  previously  existing  between  the 
rate  of  interest  on  capital  in  the  country  itself,  and  that  in 
foreign  countries,  it  would  probably  induce  some  of  those 
who  had  floating  capital  seeking  employment,  to  send  it 
abroad  for  foreign  investment,  rather  tlum  boy  securities  at 
home  at  the  advanced  price.  As  much  money  might  thus 
go  out  as  had  previonsly  come  In,  while  t!ie  prices  of  com- 
modities would  have  shown  no  trace  of  its  temporary  pres- 
ence. This  is  a  case  highly  deserving  of  attention  :  and  it 
is  a  fact  now  beginning  to  be  recognised,  that  the  pa^^itge 
of  the  precious  metals  from  country  to  country  is  determined 
much  more  than  was  formerly  siii^posed,  by  the  state  of  the 
loan  market  in  different  conntriesj  and  much  less  by  the 
state  of  jmces, 

Anotlier  point  must  be  adverted  to,  in  order  to  avoid 
serious  error  in  the  interpretation  of  mercantile  phenomena. 
If  there  be,  at  any  time,  an  increase  in  the  number  of  money 
transactions,  a  tiling  continually  liable  to  happen  from 
differences  in  the  activity  of  speculation,  and  even  in  the 
time  of  year  (since  certain  kinds  of  butiiness  are  transacted 
only  at  particular  seasons) ;  an  increutse  of  the  currency 
which  IS  only  ]>roportional  to  this  increase  of  transactions, 
and  is  of  no  longer  duration,  has  no  tendency  to  raise  ]  trices. 
At  the  quarterly  periods  wlien  the  puldic  dividends  are  paid 
at  the  Bank,  a  sudden  increase  takes  place  of  the  money  in 
the  hands  of  the  public ;  im  increase  estiniatcd  at  from 
a  fifth  to  two-fifths  of  the  whole  issues  of  the  Eank  of 
England.  Yet  this  never  has  any  effect  on  prices  ;  and  in  a 
very  few  weeks,  the  cnrrency  has  again  shrunk  iiit*>  its  usual 
dimensions,  by  a  mere  reduction  in  tlie  demands  of  the 
public  (after  so  copious  a  supply  of  ready  money)  for  accom- 
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modation  from  the  Bank  in  ttie  way  of  discioiint  or  loan. 
In  like  maimer  the  cnrrenev  of  the  agricultural  distrk-ts 
fluctuates  in  amount  at  dlfterent  seasons  of  the  year.  It  ia 
always  lowest  in  August :  "  it  rises  generally  towards  Christ- 
mas, and  ohtains  its  greatest  elevation  about  Lady-day, 
when  the  farmer  commonly  lays  in  his  stock,  and  has  to  ]>ay 
his  rent  and  summer  taxes,- "■  and  when  he  therefore  makes 
his  principal  api*lieationB  to  country  bankers  for  loans. 
^' Those  variations  occur  with  the  same  regnlarity  as  tlie 
season,  and  mth  jnst  as  little  disturbance  of  the  markets  as 
the  (quarterly  flnetuatiouB  of  the  iiotes  of  the  Bank  of  Eng- 
land- As  soon  as  the  extra  payments  liave  heen  eomjileted, 
the  superfluous"  currency,  which  is  estimated  at  iialf  a 
million,  '^  as  certainly  and  immediately  is  reabsorbed  and 
disappears."  * 

If  extra  currency  were  not  forthcoming  to  make  these 
extra  paj^ments,  one  of  three  things  must  happen.     Either 
the   payments  nuist  be  made   without  money,  by   a   re- 
sort  to  some  of  those  contrivances  by  which  its  use  is  dis-fl 
pensed  with;  or  there  mu&t  be  an  increase  in  the  rapidity 
of  circulation,  the  same  sum  of  money  being  made  to  per- 
form more  pajments ;    or  if  neither  of  these  things  took 
jdace,  money  to  make  the  extra  paymenti^  must  be  with- 
drawn  from  the  market  fur  commodities,  and  prices,  conse- 
quently, must  ML     An  increase  of  tlie  circulating  medium,™ 
conformable  in  extent  and  dnraticm  to  the  temjvorary  stress 
of  business,  dues  not  raise  priceSj  but  merely  j>re vents  tliia^^ 
fall.  f 

Tlie  sequel  of  our  investigation  will  point  out  many 
other  qualifications  with  wliich  the  propusition  must  be 
received,  that  the  value  of  the  circulating  medinm  depends 
on  the  demand  and  supply,  and  is  in  the  inverse  ratio  of  the 
quantity  ;  qualifications  which,  under  a  complex  system  of 
credit  like  that  existing  in  England,  render  the  proposition 
an  extremely  incorrect  expression  '^*'  the  fact. 


CHAPTER  IX. 

OF  THE  VALUE  OF  MOXEY,  AS  DEPENDED  ON  COST  OF 
PRODUCTION. 

§  1.  But  money,  no  more  than  commodities  in  general, 
has  its  value  cleiioitively  determined  by  demand  and  supply. 
The  ultimate  regulator  of  its  value  is  Cost  of  Production. 

We  are  supposing,  of  course,  that  things  are  left  to  them- 
selves. GoverTiments  have  not  always  left  tilings  to  them- 
selves. They  have  undertaken  to  prevent  the  quantity  of 
money  from  adjusting  itself  according  to  spontaneous  laws, 
and  have  endeavoured  to  regulate  it  at  their  pleasure  ;  gen- 
erally with  a  view  of  kee]>ing  a  greater  quantity  of  money 
in  the  country,  than  would  otherwise  have  remained  there. 
It  was,  until  lately,  the  policy  of  all  governments  to  inter- 
dict the  exportation  and  the  melting  of  money ;  while,  by 
encouraging  the  exportation  and  impeding  the  importation 
of  other  things,  they  endeavoured  to  have  a  stream  of  money 
constantly  flowing  in.  By  this  course  they  gratified  two  pre- 
judices ;  they  drew,  or  thought  that  they  drew,  more  money 
into  the  comitry,  which  thej  believed  to  be  tantamount  to 
more  wealth  ;  and  they  gave,  or  thought  that  they  gave,  to 
all  producers  and  dealers,  high  prices,  which,  thongh  no 
real  advantage,  people  are  always  inclined  to  suppose  to  be 
one. 

In  this  attempt  to  regulate  the  value  of  money  artificially 
by  means  of  the  supply,  governments  have  never  succeeded 
in  the  degree,  or  even  in  the  manner,  whicli  they  intended. 
Their  prohibitions  agains^t  exporting  or  melting  tlie  coin 
have  never  been  effV'ctnid.     A  coiumoditv  of  ^\i\ii  i^-tCL^ 
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bulk  in  profK>rtion  to  iU  value  is  so  easily  snmg^^led,  and 
still  more  easily  melted^  that  it  has  been  impossible  by  the 
most  stringent  measures  to  prevent  these  operations.  All  the 
risk  which  it  was  in  the  power  of  governments  to  attach  to 
them,  was  outweighed  by  a  very  moderate  profit,*  In  the 
more  indirect  mode  of  aiming  at  the  same  purpose,  by  throw- 
ing difficulties  in  the  way  of  making  the  returns  for  exported 
goods  in  any  other  commodity  than  money*  they  have  not 
been  qnite  bo  iinsuccessfnL  Tliey  have  not,  indeed,  succeed- 
ed in  making  money  flow  continuously  into  the  country :  but 
they  have  to  a  ceitain  extent  been  able  to  keep  it  at  a  liigher 
than  its  natural  level ;  and  have,  thus  far,  removed  the  value 
of  money  from  exclusive  dependence  on  the  causes  wliich  fix  U 
the  values  of  tilings  not  artificially  interfered  with,  " 

We  are,  however,  to  suppose  a  state,  not  of  artificial 
regalation,  but  of  freedom.  In  that  state,  and  assuming  no  A 
charge  to  be  made  for  coinage,  the  value  of  money  will  con- 
form to  the  value  of  the  bullion  of  which  it  is  made.  A 
pound  weight  of  gold  or  silver  in  coin,  and  the  same  weight 
in  an  ingot,  will  precisely  exchange  for  one  another.  On  the 
supposition  of  freedom,  the  metal  cannot  be  worth  more  in 
the  state  of  bullion  than  of  coin ;  for  as  it  can  be  melted 
without  any  loss  of  time,  and  with  hardly  any  expense,  this 
would  of  course  be  done  until  the  quantity  in  circulation 
was  so  much  diminished  as  to  equalize  its  value  with  that  of 
the  eame  weight  in  bullion.  It  may  he  thought  however 
that  the  coin,  though  it  cannot  be  of  less,  may  be,  and  being 
a  manufactured  article  will  naturally  be,  of  greater  value 
than  the  bullion  contained  in  it,  on  the  same  principle  on 
which  linen  cloth  is  of  more  value  than  an  equal  weight  of 
linen  yarn.     This  would  be  true,  were  it  not  that  Govern- 

•  The  effect  of  the  probihition  cannot,  liowcTer,  hflTO  been  so  entirely  insig- 
nificant m  it  hits  heon  puppnsed  to  be  by  writers  on  the  subject.  The  fftcia  ad« 
dnc'C'd  Uy  Mi«  Fiillurton,  in  the  note  to  page  7  of  his  work  on  the  Regrulntinn  of 
Currencied,  show  thut  it  required  ti  grcater  pereentiige  of  diflerence  in  value  ^)e- 
tween  coin  and  bullion  ihan  has  commonly  been  imftgincdT  to  bring  tlic  coin  to 
JB*€»  meliing-poi. 
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ment,  in  this  coniitry  and  m  Bome  others,  ooios  money  gratis 
for  any  one  who  fLirnishes  the  njotah  The  lahoiu^  and  ex- 
pense of  coinage,  when  not  charged  to  the  possessor,  do  not 
raise  the  vahie  of  the  article.  If  Govennnent  opened  an 
office  where,  on  delivery  of  a  given  weight  of  yarn,  it  re- 
curned  the  same  weight  of  cloth  to  any  one  who  asked  for 
it,  cloth  would  he  worth  no  more  in  the  market  than  the 
yarn  it  contained.  As  siioo  as  coin  is  worth  a  fraction  more 
than  the  value  of  the  buUiunj  it  becomes  the  interest  of  the 
holders  of  hnllion  to  send  it  to  be  coined.  If  Government, 
however,  throws  the  expense  of  coinage,  as  is  reasonable, 
upon  the  holder,  by  making  a  charge  to  cover  the  expense 
(which  is  done  by  giving  hack  rather  less  in  coin  than  has 
been  received  in  bullion,  and  is  called  levying  a  seignorage), 
the  coin  will  rise,  to  the  extent  of  the  seignorage,  above  the 
value  of  the  bullion.  If  the  mint  kept  hack  one  per  cent,  to 
pay  the  expense  of  coinage,  it  would  be  against  tlie  interest 
of  the  holders  of  bullion  to  have  it  coined,  until  the  coin 
was  more  valuable  than  the  bullion  by  at  least  that  fraction. 
The  coin,  tlierefore,  would  be  kept  one  per  cent  higher  in 
value,  which  could  only  he  by  keeping  it  one  per  cent  less 
in  quantity,  than  if  its  coinage  were  gratiiitous. 

Tlie  Government  might  attempt  to  obtain  a  ]irofit  by  the 
transaction,  and  might  lay  on  a  seignorage  calculated  for 
that  purpose ;  but  whatever  tliey  took  for  coinage  beyond 
its  expenses,  would  he  so  much  profit  on  private  coining. 
Coining,  though  not  so  easy  an  operatioti  as  melting,  is  far 
from  a  difficult  one,  and,  when  the  coin  produced  is  of  full 
weight  and  standard  fineness,  is  very  difficult  to  detect.  If^ 
therefore,  a  profit  could  be  made  by  coining  good  money,  it 
would  certainly  be  done :  and  the  attempt  to  anake  seignor- 
age a  source  of  revenue  would  be  defeated.  Any  attempt 
to  keep  the  value  of  the  coin  at  an  artificial  clevatlonj  not 
by  a  seignorage,  hut  by  refusing  to  coin,  would  be  frustrated 
in  the  same  manner.* 


•  In  England*  though  there  is  no  seignorage  ou  gold  coin  {the  Mint  retiirmng 
ia  c«>ui  llie  same  wiiigbt  of  pure  metal  which  it  receivua  in  bulUoikSf,  \Jii(iTe,  \a  & 
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§  2.  The  value  of  money,  tlieii,  eoiifonHs,  permanently^ 
andj  in  a  state  of  freedom,  almost  immediately,  to  the  value 
of  the  metal  of  which  it  is  made  ;  with  the  addition,  or  not, 
of  the  expenses  of  coiimge,  aceording  as  those  expenses  are 
borne  by  the  individual  ur  by  the  state.  This  simpHiius  ex- 
tremely the  question  which  we  have  here  to  consider :  since 
gold  and  silver  bullion  are  conmiodities  like  any  others,  and 
their  value  depends,  like  that  of  other  thiijgs,  on  theii*  cost 
of  production. 

To  the  majority  of  civilized  countries,  gold  and  silver  are 
foreign  products ;  and  tbe  cirenmstanees  which  govern  the 
valuer  of  foreign  products,  present  some  questions  which  we 
are  not  yet  ready  to  exaniiue.  For  the  present,  therefore, 
we  must  suppose  the  country  which  is  the  subject  of  our  in- 
quiries, to  be  sup]>lied  with  gold  and  silver  by  its  own 
mines,  reserving  for  future  consideration  how  far  our  con- 
clusions require  modification  to  adapt  tliem  to  the  more 
usual  case. 

Of  the  three  classes  into  which  commodities  are  divided 
— those  absolutely  limited  in  supply,  tbose  wlilcli  may  be 
had  in  unlimited  quantity  at  a  given  cost  of  production,  and 
those  which  may  be  had  in  unlimited  quantity,  but  at  an 
increasing  cost  of  product iim— the  precious  metals,  being 
the  produce  of  mines,  belong  to  the  third  class.  Their 
natural  value,  theretbre,  is  in  the  long  run  proportional  to 
their  cost  of  production  in  the  most  unfavourable  existing 
circumstances,  that  is,  at  tlie  worst  mine  which  it  is  neces- 
sary to  work  in  order  to  obtain  the  required  supply.  A 
pound  w^eight  of  gold  will  in  the,  gold-producing  countries, 
ultimately  tend  to  exchange  for  as  much  of  every  other  com- 
modity, a.s  ia  produced  at  a  cost  equal  to  its  own  ;  meaning 

dehy  of  a  few  weeks  after  the  bullion  is  depodced,  before  the  coin  can  be  ob- 
tamed,  (Xfcasioning  a  losa  of  interest,  wliicb,  to  tlie  bolder^  b  equivalent  to  n 
trifling  aelgnomgc.  Prom  tbis  canse^  the  value  of  coin  ia  in  general  slightly 
above  that  of  the  bullion  it  eoutaina.  An  ounce  of  gold^  according  to  tbe  r)uan« 
tit  J  of  metal  in  a  sovereign,  should  be  worth  3/,  17a.  10^.;  but  it  watt  umtilXy 
Quoted  at  3/.  17s.  tij.,  until  the  Bank  Charter  Act  of  1844  made  it  imperative 
orf  th*^  Bank  to  jp've  ita  notes  for  all  bullion  olTered  to  it  at  the  rate  of  3/.  17j 
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by  it&  own  cost  the  cost  in  labour  and  exfJB^k^t  the  " 
prodoctive  sources  of  supplj  wliieh  the  tlieiTlifeting 
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least 
ing  de- 
mand makes  it  necessary  to  work.  Tlie  average ^Tfc^ie  of 
gold  is  made  to  conform  to  its  natural  vahie  in  the  same 
maimer  as  the  values  of  other  tilings  are  made  to  eonfurni 
to  their  natural  value.  Suppose  that  it  were  selling  above 
its  natural  value  ;  that  is,  above  the  value  whicli  is  an 
equivalent  for  the  labour  and  expense  of  mining,  and  for 
the  riske  attending  a  branch  of  industry  in  which  nine  out 
of  ten  experiments  have  usually  been  failures,  A  ptirt  of 
the  mass  of  floating  capital  which  is  on  the  look-out  for  in- 
vestment, wonld  take  the  du^ection  of  mining  enterprise ; 
the  supply  would  thus  be  increased,  and  the  value  wonld 
falL  K,  on  the  contrary,  it  were  selling  below  its  natural 
vahie,  minei*s  would  not  be  obtaining  tlie  ordinary  profit ; 
they  would  slacken  their  works ;  if  the  depreciation  was 
great,  some  of  the  inferior  mines  would  perhaps  sto]>  work- 
ing altogether  :  and  a  falling  ofl""  in  the  annual  sup|)ly.  pre* 
venting  the  aiinual  wear  and  tear  from  being  completely 
compensated,  would  by  degrees  reduce  the  quantity,  and 
restore  the  value. 

When  examined  more  closely,  the  following  are  the 
details  of  the  process.  If  gold  is  above  its  natural  or  cost  i 
value — the  coin,  as  we  have  seen,  coiiformmg  in  its  vahicf  to 
the  bullion — money  will  be  of  high  value,  and  the  prices  of 
all  things,  labour  included,  will  be  low.  These  low  prices 
will  lower  the  expenses  of  all  producers ;  but  as  their  re- 
turns will  also  be  lowered,  no  advantage  -will  be  obtained  by 
any  producer,  except  the  producer  of  gold  ;  whose  returns 
from  his  nunc,  not  depending  on  price,  will  he  the  same  as 
before,  and  his  expenses  being  less,  he  will  obtain  extra 
profits,  and  will  be  stimulated  to  increase  his  production. 
Sconverso  if  the  metal  is  below  its  nntural  value :  since  this 
is  as  much  as  to  say  that  prices  are  high,  and  the  money  ex- 
penses of  all  producers  unusually  gi-eat :  for  this,  however, 
all  other  producers  will  be  compensated  by  increased  money 
returns :  the  miner  alone  will  extract  from  Ills  imn'^iio  \!av>\^ 
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metiil  than  before,  wliile  liis  expenses  will  be  greater :  bis 
protits  tberefore  being  diuiinislied  or  aniiiliilated,  he  will 
diinini&b  bis  prodiictioji,  if  not  abHiHloii  bis  cmplojmeot. 

In  tbis  nianiier  it  is  tbat  tbe  vabie  of  money  is  made  to 
conform  to  tbe  cost  of  production  uf  tbe  metal  of  wbicb  it  is 
made.  It  may  be  well,  bowever,  to  repeat  (wbat  has  been 
said  before)  that  the  adjustment  takes  a  lono^  time  to  effect, 
in  tlie  case  of  a  commodity  so  generally  desired  and  at  tbe 
same  time  so  durable  as  the  ju^ecious  metals.  Being  so 
largely  used  not  only  as  money  but  for  plate  and  ornament, 
there  is  at  all  times  a  very  large  fpiantity  of  these  metals  in 
existence  :  while  they  ai-e  so  slowly  worn  out,  that  a  com- 
paratively small  annual  production  is  sufficient  to  keep  up 
the  supply,  and  to  make  any  addition  to  it  which  may  be 
requiied  by  the  increase  of  goods  to  be  circulated,  or  by  the 
increased  demand  for  goid  and  silver  articles  by  wealthy 
consumers.  Even  if  this  small  annual  supply  were  stopt 
entirely,  it  would  require  maii}^  years  to  reduce  the  quantity 
BO  much  as  to  make  any  very  material  difference  in  prices. 
The  quantity  may  be  increased,  much  more  rapidly  than  it 
can  be  diniinisbed  ;  but  the  increase  must  be  very  great  be- 
fore it  can  make  itself  much  felt  over  such  a  mass  of  the 
precious  metals  as  exists  in  the  whole  commercial  world, 
AiM  hence  the  effects  of  all  changes  in  the  conditions  of 
production  of  the  precious  metals  are  at  fii'st,  and  continue 
to  be  for  many  years,  questions  of  quantity  only,  with  little 
reference  to  cost  of  production.  More  especially  is  this  the 
case  when,  as  at  the  present  time,  many  new  sources  of  sup- 
ply have  been  simultaneously  opened,  most  of  them  jsrac- 
ticable  by  labour  alone,  without  any  capital  in  advance  be- 
yond a  pickaxe  and  a  week^a  food,  and  when  the  operations 
are  as  yet  wholly  experimentab  the  comparative  permanent 
productiveness  of  tbe  different  sources  being  entirely  unas- 
certained* 

§  3.  Since,  however,  the  value  of  money  really  eon- 
forms,  like  that  of  other  things,  though  mure  slowly,  to  its 
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^ist  of  produetionj  some  political  economists  have  objected 
altogi3tlier  to  the  statement  that  the  value  of  monej  flepends 
on  its  quantity  combined  with  the  rapidity  of  circulation ; 
which,  they  think,  is  assuming  a  law  fur  iriuney  that  does 
not  exist  for  any  other  commodity,  when  the  truth  is  that  it 
is  governed  by  the  very  same  laws.  To  this  we  may  an- 
swer, in  the  first  ph^ce^  tliat  the  statement  in  question  as- 
sumes no  peculiar  law.  It  is  simply  the  law  oF  demand 
and  supply,  which  is  acknowledged  to  be  ai^plicable  to  all 
commodities^  and  which,  in  the  case  of  money  as  of  most 
other  things,  is  controlled,  but  not  set  aside,  by  the  law  of 
cost  of  production,  since  cost  of  production  would  have  no 
effect  on  value  if  it  conld  have  none  on  supply.  But,  sec- 
ondly, there  really  is,  in  one  respect,  a  closer  connexion  be- 
tween the  value  of  money  and  its  quantity,  than  between 
the  values  of  other  things  and  their  quantity.  The  value 
of  other  things  confctrms  to  the  changes  in  the  cost  of  pro- 
dnction,  without  requiring,  as  a  condition,  that  there  should 
be  any  actnal  alteration  of  the  supjdy :  the  potential  altera- 
tion is  snflScient  ;  and  if  there  even  be  an  actual  alteration, 
it  is  but  a  tenqK«rary  one,  except  in  so  far  as  the  altered 
value  may  make  a  difierence  in  the  demand,  and  bo  require 
an  increase  or  diminution  of  supply,  as  a  consequenccj  not 
a  cause,  of  the  alteratiuti  in  value.  Xow  this  is  also  true  of 
gold  and  silver,  considered  as  articles  of  expenditure  for  or- 
nament and  luxury ;  but  it  is  not  true  of  money.  If  the 
permanent  cost  of  prod  net  ion  of  gold  were  reduced  one- 
fourth,  it  might  happen  that  there  would  not  be  more  of  it 
bought  for  plate,  gilding,  or  jewellery,  than  before ;  and  if 
so,  though  the  value  would  fall,  the  quantity  extracted  from 
the  mines  for  these  juirposes,  would  be  no  greater  than  pre- 
viously. Not  so  with  the  ]Dortion  used  as  money ;  that  por- 
tion could  not  fall  in  value  one-fourth,  unless  actually  in- 
creased one-fourth ;  for,  at  prices  one-fourth  higher,  onc-fonrtl* 
more  money  would  be  required  to  make  the  accustomed  pur 
chases ;  and  if  this  were  not  forthcoming,  some  of  the  cum- 
moditics  wtuild  be  without  purcliasera,  and  pYicea  eoxiiiTV'oV 
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he  kejit  np.  AlteratioDA,  therefore,  in  the  ooet  of  producrion 
of  the  precious  metals,  do  not  act  upon  the  valne  of  niouej 
except  just  in  pri»i>ortion  as  they  merea&e  or  diminish  its 
<|U»intity ;  which  cannot  be  said  of  any  other  conunoditv. 
It  would  therefore,  1  conceive,  be  an  error,  both  scieu- 
tificallj  and  practically,  to  digcard  the  propositioa  which 
asserts  a  connexion  between  the  value  of  nioney  and  its 
quantit}\ 

It  is  evident,  however,  that  the  cost  of  production,  in 
tlie  long  run,  regulates  the  quantity ;  and  that  every  coun- 
try (temporary  fluctuations  excepted)  will  po&sess,  and  have 
in  circulation,  just  that  quantity  of  money,  which  will  per* 
form  all  the  exchanges  required  of  it,  consistently  with  main- 
taining a  value  conformable  to  its  cost  of  production.  The 
prices  of  things  will,  on  the  average,  be  such  that  money 
will  exchange  for  its  own  cost  in  all  other  goods :  and,  pre- 
cisely because  the  quantity  eamiot  be  ]>revented  from  affect- 
ing the  value,  the  quantity  itself  will  (by  a  sort  of  self-acting 
machinery)  be  kept  at  the  amount  consistent  with  that 
standard  of  prices — at  the  amount  nt^*essary  for  pertbrmiog^ 
at  those  prices,  all  the  business  required  of  it. 

"  Tlie  quantity  wanted  will  depend  partly  on  the  cost 
of  producing  gold,  and  partly  on  the  rapidity  of  its  circula- 
tion, Tlie  rapidity  of  circulation  being  given,  it  would  de- 
pend on  the  cost  of  production  :  and  the  cost  of  production 
being  given,  the  quantity  of  money  would  depend  on  the 
rapidity  of  its  circulation."  *  After  what  lias  been  already 
said,  I  hope  that  neither  of  these  propositions  stands  in  need 
of  any  further  ilhist ration. 

Money,  then,  like  commodities  in  general,  having  a 
value  dependoiit  on,  and  proportional  to,  its  cost  of  produc- 
tion ;  the  theory  of  money  is,  by  the  admission  of  this  prin- 
ciple, stript  of  a  great  part  of  the  mystery  which  apparently 

•  From  Bom©  priiitod,  but  not  published,  Let'tiirusi  of  Mr  Senior-  hi  which 
ihc  great  tlifferences  in  the  bumne&i  done  by  money^  a^  well  na  in  the  rapiility 
of  \t»  circulation,  m  dilTerent  states  of  §o<jiety  and  civilization,  are  bterestiagly 
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siurouiided  it.  We  muBt  not  forget,  however,  t!iat  this 
doctrine  only  applies  to  the  places  in  wliich  the  precious 
Tiietals  are  aetiiallj  prodiieed  ;  and  that  we  have  yet  to 
enquire  whether  the  law  uf  the  dependence  of  vahie  on  i-ost 
of  product  ion  ap]>lie&  to  the  exchange  of  tldngs  produced  at 
distant  places.  But  however  this  may  be,  our  propositions 
with  respect  to  value  will  require  no  other  alteration,  where 
money  is  an  imported  couunodity,  than  that  of  siibstitntnig 
for  the  cost  of  its  production,  the  cost  of  obtaining  it  in  the 
country.  Every  foreign  eoniniodity  is  bouuht  by  giving  for 
it  8ome  domestic  production  ;  and  the  labour  and  capital 
which  a  foreign  commodity  costs  to  us,  is  the  labour  and 
capital  expended  in  producing  the  (juantity  of  onr  own 
goods  which  we  give  in  exchange  for  it.  What  this  quan- 
tity depends  upon, — what  determines  tlie  proiiortions  of  in- 
terchange between  tlie  productions  of  one  country  and  those 
of  another, — is  indeed  a  question  of  somewhat  greater  com- 
plexity than  those  we  have  hitherto  considered.  But  this  at 
least  is  indisputable,  that  within  the  country  itself  the  value 
of  imported  commodities  is  determined  by  the  value,  and 
consequently  by  the  cost  of  production,  of  the  equivalent 
given  for  them ;  and  money,  where  it  is  an  imported  com- 
modity, is  subject  to  the  same  law. 


CHAPTER  X. 


OF  A   DOUBLE   STANDAED,  AND   SUBSIDIARY  COINS. 


§  1.  Though  the  qualities  necessary  to  fit  any  com- 
modity  for  being  used  as  money  are  rarely  united  in  any 
considerable  perfection,  there  are  two  commodities  wiiieh 
possess  tbem  in  an  eminent,  and  nearly  an  equal  degree ; 
the  two  precious  metals,  as  they  are  called  ;  gold  and  silver. 
Some  nations  have  accordingly  attempted  to  compose  their 
circulating  medium  of  these  two  metals  iudiseriminately. 

There  is  an  obvious  convenience  in  making  use  of  the 
more  costly  metal  For  larger  payments,  and  the  cheaper  one 
for  smaller ;  and  the  only  question  relates  to  the  mode  io 
which  this  can  best  be  done.  Tlie  mode  most  frequently 
adopted  has  been  to  establieh  between  the  two  metals  a 
fixed  proportion  ;  to  decider,  for  example,  that  a  gold  coin 
called  a  sovereign  should  be  equi%^alent  to  twenty  of  the 
silver  coins  called  shillinga :  both  the  one  and  the  other 
being  called,  in  the  ordinary  money  of  account  of  the  coun- 
try, by  the  same  denomination,  a  pound :  antl  it  being  left 
free  to  every  one  who  has  a  pound  to  pay,  either  to  pay  it 
in  the  one  metal  or  in  tlie  other. 

At  the  time  when  the  valuation  of  the  two  metals  rela- 
tively to  each  other,  say  twenty  shillings  to  the  sov^ereign, 
or  twenty -one  shillings  to  the  guinea,  was  first  made,  the 
proportion  probably  corresponded,  a^  nearly  as  it  could  be 
made  to  do,  w^ith  the  ordinary  relative  values  of  the  two 
metals,  grounded  on  their  cost  of  production  ;  ami  if  those  ■ 
natural  or  cost  values  always  continued  to  bear  the  earn© 
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ratio  to  one  auother,  t!ie  arrangement  would  be  iinobjectiuo- 
able.  This,  however,  is  far  from  being  the  fac-t.  Gold  and 
Blver,  thongli  the  least  variable  in  value  of  all  eoniniuditieSj 
Ire  nut  invariable,  and  do  not  always  vary  siinuUiineuii6!y. 
Silver,  for  exanijtle,  'wsls  lowered  in  permanent  vahie  more 
than  gold,  by  the  discovery  of  the  Anieriean  mines ;  and 
those  small  variations  of  value  which  take  plaee  oceasiun- 
ally,  do  not  affect  both  metals  alike.  Si4>poi30  such  a  varia- 
tion to  take  place  :  the  value  of  tlie  two  metals  relatively  to 
one  another  no  longer  agreeing  with  their  rated  proportion, 
one  or  other  of  them  will  now  be  rated  below  its  boUiun 
value,  and  there  will  be  a  profit  to  be  made  by  melting  it. 

Suppose,  tor  example,  that  gold  rises  in  value  relatively 
to  silver,  so  that  the  qiiantUy  of  gold  in  a  sovereign  is  now 
worth  more  than  the  quantity  of  sih'er  in  twenty  shillings. 
Two  consequences  will  ensue.  No  debtor  will  any  longer 
find  it  his  interest  to  pay  in  gold.  He  will  always  pay  in 
silver,  because  twenty  shillings  are  a  legal  tender  lor  a  debt 
of  one  poimd,  and  he  can  ]irocnre  silver  convertible  into 
twenty  shillings  for  less  gold  than  that  contaiuetl  in  a  sov- 
ereign. Tlie  other  consequence  will  be,  tliat  unless  a  sov- 
ereign can  be  sold  for  more  t!ian  twenty  shillings,  all  the 
sovereigns  will  tie  melted,  since  as  bullion  they  will  pur- 
chase a  greater  number  of  shillings  than  they  exchange  for 
as  coin.  The  converse  of  all  this  would  happen  if  silver, 
instead  of  gold,  were  the  metal  which  had  risen  in  compara- 
tive value.  A  sovereign  wonld  not  now  !)e  worth  so  nnieh 
as  twenty  shillingSj  and  wliucver  had  a  pound  to  pay  would 
prefer  paving  it  ivy  a  sovereign  ;  while  the  silver  coins 
would  be  cullccted  for  the  piirjiose  of  being  melted,  and  sold 
as  bullion  for  gold  at  tlieir  real  value,  that  isj  above  the 
legal  valuation.  The  money  of  the  community,  therefore* 
would  never  really  consist  of  both  metals,  hut  of  the  one 
only  Tvhich,  at  the  particular  time,  best  suited  the  interest 
of  debtors  ;  and  the  standard  of  the  currency  wonld  be  con- 
stantly liable  to  change  from  tlie  one  metal  to  the  other,  at 
a  loss,  on  each  change,  of  the  expense  of  coina^^e  ovl  \\\te 
metal  wliich  feU  out  of  use. 


BOOK 

It  appears,  therefore,  that  the  value  of  money  is  liable  to 
more  f recipient  fluctuations  when  both  metals  are  a  legal 
tender  at  a  fixed  valuation,  than  when  the  exclusive  stand- 
ard of  the  currency  ig  either  gold  or  silver*     Instead  of  being 
only  affected  by  variations  in  tlie  cost  of  production  of  one 
metal,  it  is  subject  to  derangement  from  those  of  two.     The  M 
patticular  kind  of  variation  to  wliieh  a  currency  is  rendered   " 
more  liable  by  having  two  legal  standards,  is  a  fall  of  value, 
or  what  is  commonly  called  a  depreciation ;  since  practically 
that  one  of  the  two  metals  will  always  l>e  the  standard,  of 
which  the  real  has  fallen  below  the  rated  value.     If  tlie  tend- 
ency of  the  metals  be  to  rise  in  value,  all  payments  will  be  ■ 
made  in  the  one  which  has  risen  least ;  and  if  to  fall,  then 
in  that  which  has  fallen  most. 
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§  2.  The  plan  of  a  double  standard  is  still  occasionally 
brouglit  forward  by  here  and  there  a  \\Triter  or  orator  as  a 
great  improvement  in  currency.  It  is  probable  that,  with 
most  of  its  adherents,  its  chief  merit  is  its  tendency  to  a  sort 
of  depreciation,  there  being  at  all  times  abundance  of  sup- 
porters'for  any  mode,  either  open  or  covert,  of  lowering  the 
standard.  Some,  however,  are  influeuc-ed  by  an  exaggerated 
estimate  of  an  advantage  which  to  a  certain  extent  is  real, 
that  of  being  aide  to  have  recourse,  for  replenishing  the  cir* 
culation,  to  the  united  stock  of  gold  and  silver  in  the  com- 
mercial world)  instead  of  being  confined  to  one  of  them, 
which,  from  accidental  absorjitiou,  may  not  be  obtainable 
with  sufficient  rapidity.  Tlie  advantage  w  ithuut  the  disad- 
vantages of  a  double  standard,  seems  to  be  best  obtained  by 
those  nations  with  whom  one  only  of  the  two  metals  is  a 
legal  tender,  but  the  other  also  is  coined,  and  allowed  to 
pass  for  whatever  value  the  market  assigns  to  it. 

When  this  plan  is  adopted,  it  is  naturally  the  more  costlj 
metal  which  is  left  to  be  bought  and  sold  as  an  article  of 
commerce*  But  nations  which,  like  England,  adopt  the 
more  costly  of  tlie  two  as  their  standard,  resort  to  a  different 
expedient  for  retaining  them  both  in  circulation,  namely,  to 
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make  silver  a  legal  tender,  but  only  for  email  payments.  In 
England,  no  one  can  be  compelled  to  receive  silver  in  pay- 
ment for  a  larger  amount  than  forty  shillings.  With  this 
regulation  there  is  necessarily  combined  another,  namely, 
that  silver  coin  should  be  ratedj  in  comparison  with  gold, 
somewhat  above  its  intrinsic  vahie ;  that  there  should  not 
be,  in  twenty  shillings^  as  much  silver  as  is  worth  a  sover- 
eign :  for  if  there  were,  a  very  slight  turn  of  the  market  in 
its  favoar  would  make  it  worth  more  than  a  sovereign,  and 
it  would  be  profitable  to  melt  the  silver  coin.  The  over* 
valuation  of  tlie  silver  coin  creates  an  inducement  to  buy 
silver  and  send  it  to  the  mint  to  be  coined,  since  it  is  given 
back  at  a  higher  value  than  properly  belongs  to  it :  tliis, 
however,  has  been  guarded  against,  by  limiting  the  quantity 
of  the  silver  coinage,  which  is  not  left,  like  that  of  gold,  to 
the  discretion  of  individuals,  but  is  determined  by  the  gov- 
ernment, and  restricted  to  the  amount  supposed  to  be  re- 
quired for  small  payments.  The  only  precaution  necessary 
is,  not  to  put  BO  high  a  valuation  cpon  the  silver,  as  to  hold 
lut  a  strong  temptation  to  private  coining. 
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§  1.  The  fiiDctions  of  credit  have  been  a  subject  of  as 
much  misunderstanding  and  as  much  confusion  of  ideas,  as 
any  single  topic  in  Political  Economy.  This  is  not  owing 
to  any  peculiar  difficulty  in  the  theory  of  the  subject,  but  to 
the  complex  nature  of  sorae  of  the  mercantile  phenomena 
arising  from  the  forms  in  which  credit  clothes  itself;  by 
whicli  attention  is  diverted  from  the  properties  of  credit  in 
general,  to  the  peculiarities  of  its  particular  tbrms. 

As  a  specimen  of  the  confused  notions  entertained  re- 
specting the  nature  of  credit,  we  may  advert  to  the  exag- 
gerated language  so  often  used  respecting  its  national 
importance.  Credit  has  a  great,  but  not,  as  many  people 
seem  to  suppose,  a  magical  power ;  it  cannot  make  some- 
thing  out  of  nothing.  How  often  is  an  extension  of  credit 
talked  of  as  equivalent  to  a  creation  of  capital,  or  as  if  credit 
actually  were  capital.  It  seems  strange  that  there  should 
be  any  need  to  point  out,  that  credit  being  only  permission 
to  use  tlie  capital  of  another  person,  the  means  of  produc- 
tion cannot  be  increased  by  it,  but  only  transferred.  If  the 
borrower's  means  of  production  and  of  employing  labour  are 
increased  by  the  credit  given  him,  the  lenders  are  as  much 
diminished*  Tlie  same  sum  cannot  be  used  as  capital  both 
by  the  owner  and  also  by  the  person  to  whom  it  is  lent :  it 
cannot  supply  its  entire  value  in  wages,  tools,  and  materials, 
to  two  sets  of  labourers  at  once.  It  is  tnie  that  the  capital 
wMeh  A  has  borrowed  from  B,  and  makes  use  of  in  his 
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business,  still  forms  a  part  of  tlie  wealth  of  B  for  otlier  pur- 
posus ;  he  can  enter  into  arrangements  in  reliance  on  it,  and 
can  borrow,  when  needful ,  an  equivalent  gum  on  tlie  Been- 
rity  of  it ;  so  that  to  a  superficial  eye  it  might  seem  as  if  both 
B  and  A  had  the  use  of  it  at  once.  But  the  smallest  consid- 
eration will  show  that  when  B  has  parted  with  his  capital  to 
A  J  the  use  of  it  as  capital  rests  witb  A  alone^  and  that  B 
has  no  other  service  from  it  than  in  so  far  as  his  ultimate 
claim  upon  it  serves  him  to  obtain  the  use  of  another  capital 
from  a  third  person  C.  All  capital  (not  his  own)  of  which 
any  person  has  really  the  use,  is,  and  must  be,  so  much  sub- 
tracted from  the  capital  of  some  one  ehe. 

§  2-  But  though  credit  is  never  anything  more  than  a 
transfer  of  capital  from  hand  to  hand,  it  is  generally,  and 
naturally,  a  transfer  to  hands  more  competent  to  employ  the 
capita!  efficiently  in  production.  If  there  were  no  such 
thing  as  credit,  or  if,  from  general  insecurity  and  wnnt  of 
confidence,  it  were  scantily  practised,  many  persons  who 
possess  more  or  less  of  capital,  but  who  from  their  oceupa- 
tions,  or  for  want  of  the  necessary  skill  and  knowledge,  can- 
not pjersonally  superintend  its  employment,  would  derive  no 
benefit  from  it :  their  funds  would  either  lie  idle,  or  would 
be,  perhaps,  wasted  and  annihilated  in  unskilful  attempts  to 
make  them  yield  a  profit.  All  this  capital  is  now  lent  at 
interest,  and  made  available  for  production.  Capital  thus 
circumstanced  tbrms  a  large  portion  of  the  producti%^e  re- 
sources of  any  commercial  country  ;  and  is  naturally  attract- 
ed to  those  producers  or  ti^aders  whoj  being  in  the  greatest 
business,  have  the  means  of  employ  in  ir  it  to  most  advantage ; 
because  such  are  both  tlie  most  desirous  to  obtain  it,  and 
able  to  give  the  best  security.  Although,  therefore,  the 
L  productive  funds  of  the  country  are  not  inci^eased  by  credit, 
I  they  are  called  into  a  more  complete  state  of  productive 
r  activity.  As  the  confidence  on  which  credit  is  grounded 
L    extends  itself,  means  are  developed    by  which   even  the 
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keeps  by  liim  to  meet  contingencies,  are  made  available  foir 
productive  ubcb.  The  principal  instruments  for  tliid  pui*poso 
are  banks  of  deposit.  Wliere  these  do  not  exist,  a  prudent 
person  must  keep  a  sniBcient  sum  unemployed  in  his  own 
possession,  to  meet  every  demand  which  he  has  even  a  slight 
reason  for  thinking  himself  liable  to.  When  the  practice, 
however,  lias  grown  up  of  keeping  this  reserve  not  in  hia 
own  custody  hut  ^i  ith  a  hanker,  many  small  sums,  previous- 
ly lying  idle,  become  aggregate^l  in  the  banker's  hands ; 
and  the  banker,  being  taught  by  cx])ei-ience  %vhat  pi'opor- 
tion  of  the  amount  is  likely  to  be  wanted  in  a  given  time, 
and  knowing  that  if  one  depositor  happens  to  require  more 
than  the  average,  another  \rill  ref|nire  less,  is  able  to  lend 
the  remainder,  that  is,  the  far  greater  purt,  to  producers  and 
dealers :  thereby  adding  the  amount,  not  indeed  to  the  cajv 
ital  in  existence,  but  to  that  in  employment,  and  making  a 
corresponding  addition  to  the  aggregate  production  of  the 
community. 

While  credit  is  thus  indispensable  for  rendering  the 
whole  capital  of  the  country  productive,  it  is  also  a  means 
by  which  the  indnstrial  talent  of  the  conntry  is  turned  to 
better  account  for  puiTioses  of  production.  Many  a  i)ersou 
who  has  either  bo  capital  of  his  own,  or  very  little,  but  who 
has  qnalificatio!is  tor  business  which  are  known  and  appre- 
ciated by  some  possessors  of  capital  j  is  enabled  to  obtain 
either  advances  in  money,  or  more  frequently  goods  on 
credit,  by  which  his  indnstrial  capaeities  are  made  instru- 
mental to  the  increase  of  the  public  wealth  ;  and  this  benefit 
will  be  reaped  fiir  more  largely,  wlieuever,  thi'ongh  better 
laws  and  better  education,  the  community  shall  have  made 
Buch  progress  in  integrity,  that  personal  character  can  be 
accepted  as  a  sufficient  guarantee  not  only  against  dislion- 
estly  appropriating,  but  against  dishonestly  risking,  what 
belongs  to  another. 

Such  are,  in  the  most  general  pomt  of  vieWj  the  iises  of 
credit  to  the  productive  resources  of  the  world.  But  these 
'»'>ii8iderations  only  apply  to  the  credit  given  to  the  Indus*, 
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trious  classes— to  producers  and  dealers.  Credit  given  by 
dealers  to  iiii  prod  lie  tive  eonsniiiers  is  never  an  addition,  but 
always  a  detriment,  to  the  sonrees  of  public  wealtli.  It 
makes  over  in  temporary  use,  not  the  eapitnl  of  t!ie  unpro- 
ductive classes  to  tbc  productive,  but  that  of  the  i>rudiietive 
to  the  unproductive.  If  A,  a  dealer,  supplies  goods  to  B,  a 
land-owuer  or  annuitant,  tu  be  paid  for  at  the  end  of  live 
years,  as  much  of  the  capital  of  A  as  is  equal  to  the  value 
of  these  goods,  remains  for  live  yeai's  ujiprodnetive.  During 
such  a  period,  if  payment  bad  been  made  at  once,  the  sum 
might  have  heeu  several  times  expended  and  replaced,  and 
goods  to  the  amount  might  have  been  several  times  pro- 
duced, consnmed,  and  reproduced  :  consequently  B's  with- 
holding 100/,  ibr  live  years,  even  if  be  pays  at  la^t,  has  cost 
to  the  labouring  chisses  of  the  eommuiiity  during  that  period 
an  absolute  loss  of  probably  sevei-al  timea  that  amount.  A, 
individually,  is  compensated,  b}^  putting  a  higher  price 
upon  his  goods,  whicli  is  ultimately  paid  by  B  :  but  there  is 
no  compensation  ma<1e  to  the  labouring  classes,  the  chief 
sufferers  l)y  every  diversion  of  capital,  whetlier  permanent- 
ly or  temporarily,  to  unproductive  uses.  The  country  has 
had  100^.  less  of  capital  during  those  five  years,  B  having 
taken  that  amount  from  A's  capital,  and  spent  it  unpro- 
ductively,  in  anticipation  of  bis  own  means,  and  liaving  only 
after  live  years  set  apart  a  sum  from  liis  income  and  con- 
verted it  into  capital  for  the  purpc^se  of  indemnifying  A. 


§  3.  Thus  far  of  tlie  general  function  of  Credit  in  pro- 
duction. It  is  not  a  productive  power  in  itself,  though, 
without  it,  the  productive  powers  already  existing  could  not 
be  brought  into  complete  enqdoyment.  But  a  more  intri- 
cate portion  of  the  theory  of  Credit  is  its  influence  on 
prices ;  the  chief  cause  of  most  of  the  mercantile  phenomena 
wliich  perplex  observers.  In  a  state  of  commerce  in  which 
much  credit  is  habitually  given,  general  prices  at  auy  mo- 
ment depend  much  more  U]ion  the  state  of  credit  thim  upon 
the  quantity  of  money.     For  credit,  Uumgt  \t,  \fe  tvo^X^  ^^<> 
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dnctive  power,  is  piircliasing  power ;  and  a  person  wliOj 
having  credit,  avails  liimself  of  it  in  the  purchase  of  goods, 
creates  just  as  much  demand  for  the  gootls^  and  tends  quite 
as  much  to  raise  their  price,  as  if  he  made  an  equal  amount 
of  purchases  with  readj  monej. 

The  credit  which  we  are  now  called  upon  to  consider,  as  a 
distinct  purchasing  power,  iiidependeut  of  money,  is  of  course 
not  credit  in  its  simplest  form,  that  of  money  lent  by  one  per- 
son to  another,  and  paid  directly  into  his  hands ;  for  wlieu  the 
borrower  expends  this  in  purcliases,  he  makes  the  purchases 
with  money,  not  credit,  and  exerts  no  pm*cliasing  power  over 
and  above  that  conferred  by  the  money.  The  forniB  of  credit 
which  create  purchasing  power,  are  those  in  which  no  money 
jiasses  at  the  time,  and  very  often  noue  passes  at  all,  the  trans- 
action being  included  with  a  mass  of  other  transactions  in 
an  account,  and  nothing  paid  but  a  balaBce.  This  takes 
place  in  a  variety  of  ways,  which  we  shall  proceed  to  exam- 
ine, beginning,  as  is  our  custom,  with  the  simplest 

First :  SupjK>se  A  and  B  to  be  two  dealers,  who  have  trans- 
actions with  each  other  both  as  buyers  and  as  sellers,  A  buys 
from  B  on  credit-  B  does  the  like  with  respect  to  A,  At 
the  end  of  tlie  year,  the  sum  of  A's  debts  to  B  is  set  against 
the  sum  of  B's  debts  to  A,  and  it  is  ascertained  to  which  side 
a  balance  is  due.  This  balance,  which  may  be  less  than  the 
amount  of  many  of  the  transactions  singly,  and  is  necessari- 
ly less  than  the  sum  of  the  transactions,  is  all  that  is  paid  in 
money ;  and  perhaps  even  this  is  not  paid,  but  caiTicd  over  in 
an  account  current  to  the  next  year.  A  single  payment  of  a 
hundred  pounds  may  in  this  manner  suffice  to  liquidate  a  long 
series  of  trausaetions,  some  of  them  to  the  value  of  tlionsands* 

But  secondly:  Tlte  debts  of  A  to  B  may  be  paid  without 
the  intervention  of  money,  even  though  there  be  no  recipro-  , 
cal  debts  of  B  to  A.  A  may  satisty  B  by  making  over  to 
him  a  debt  due  to  himself  from  a  third  person,  C.  This  is 
conveniently  done  by  means  of  a  written  instrument,  called 
a  bill  of  exchanire,  which  is,  in  fact,  a  transtcra]>Ie  <ii'der  by 
£  ereiJitor  upon  Ids  debtor,  and  when  accepted  by  the  debtor. 
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that  i%  authenticated  by  his  sigaature,  becomes  an  acknowl- 
edgment of  debt. 

§  4.  Bilk  of  exchange  were  first  introduced  to  save 
the  expense  and  riak  of  trauBporting  the  precious  metals 
from  place  to  place.  *'  Let  it  be  supposed/*  sajs  Mr,  Hcnrj 
Thornton,*  "  that  there  are  in  London  ten  manuluctnrcrs 
who  sell  their  article  to  ten  sliopkeepers  in  York,  by  whom 
it  is  retailed  ;  and  that  there  are  in  York  tea  manufacliirei's 
of  another  commodity,  who  sell  it  to  ten  shopkeepers  in 
London.  There  would  be  no  occasion  for  the  ten  shopkeepers 
in  London  to  send  yearly  to  York  guineas  for  the  payment 
of  the  York  manufactnrcrs,  and  for  the  ten  York  shopkee})- 
ers  to  send  yeai-ly  as  many  guineas  to  London.  It  would 
only  be  necessary  for  the  York  manufacturers  to  receive 
from  each  of  the  shopkeepers  at  tlieir  own  door  the  money 
in  question,  giving  in  return  letters  vvliich  should  acknowl- 
edge the  receipt  of  it ;  and  which  slioiild  also  direct  the 
money,  lying  ready  id  the  hands  of  their  debtors  in  London, 
to  be  paid  to  the  London  manufacturers,  so  as  to  cancel  tlie 
debt  in  London  in  the  same  manner  as  that  at  York.  Tlie 
expense  and  the  risk  of  all  transmission  of  tuoney  would 
thus  be  saved.  Letters  orderieg  the  transfer  of  the  debt 
are  termed,  in  the  langnage  of  the  present  day,  bills  of  ex- 
change. They  are  bills  by  which  the  debt  of  one  person  is 
exchanged  for  the  deht  of  another  ;  and  the  deht,  porliaps, 
which  is  due  in  one  place,  for  the  debt  due  in  another.'' 

Bills  of  exchange  having  been  found  convenient  as  means 
of  paying  debts  at  distant  places  without  the  cxjjcnse  of 
transporting  the  precious  metals,  their  nse  was  aflterwards 
greatly  extended  from  another  motive.  It  is  usual  in  every 
trade  to  give  a  certain  length  of  credit  for  goods  bought : 
three  months,  six  months,  a  year,  even  two  yearn,  accord- 

•  Enquiry  into  the  Nature  And  Effectsi  of  the  Paper  Credit  of  Great  BritAin^ 
p,  24,  Thi8  work,  published  in  1802.  la  even  now  the  den  rest  cxpoaition  that  I 
nro  acquainted  witb,  in  the  £ngli^h  language,  of  the  mode«  in  which  credit  ii 
giren  and  taken  in  a  mercantile  community. 
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six  mouthfi,  but  wlio  desires  to  receive  payment  sountTj 
draws  a  bill  on  liia  debtor  payable  iu  six  mouths,  and  gets 
the  bill  discounted  by  a  baulver  or  other  mouey-lender,  that 
is,  transfers  the  bill  to  him,  receiving  the  amountj  minus 
interest  fur  the  time  it  has  still  to  run.  It  has  become  one 
of  the  chief  tiinction&  of  bills  of  excliauge  to  serve  as  a  means 

I  by  which  a  debt  due  troni  one  person  can  thns  be  made 
available  for  obtniiiing  credit  irum  another.  The  cuove- 
uience  of  the  expedient  has  led  to  the  frequent  creation  of 
bills  of  exchange  not  grounded  on  aoy  debt  previously  due 
to  the  drawer  of  the  bill  by  the  person  on  whom  it  is  drawD. 
_  These  are  called  a^co?nmodai*&fi  bills  ;  and  sometimes,  with 
P  a  tiuge  of  disapprobation,  Ji^titions  bills.  Their  nature  is 
so  clearly  stated,  and  with  such  judicious  remarks,  by  tlie 
author  whom  I  have  jnst  quoted,  that  I  shall  transcribe  the 
entire  passage.* 
■  "  A,  being  in  want  of  lOOZ.,  requests  B  to  accept  a  note 
or  bill  drawn  at  two  monthB,  w^hieli  B,  therefore,  on  the 
face  of  it,  is  bound  to  pay  ;  it  is  understood,  however,  that 
A  will  take  care  either  to  discharge  the  bill  himself,  or  to 
furnish  B  with  the  means  of  paying  it,  A  obtains  ready 
money  for  the  bill  on  the  joint  credit  of  the  two  parties, 
A  fulfils  his  promise  of  paying  it  when  due,  and  thus  con- 
cludes  the  transaction.  This  ser\nee  rendered  by  B  to  A  is, 
however,  not  unlikely  to  be  requited,  at  a  more  or  less  dis- 
tant periodj  by  a  similar  acceptance  of  a  bill  on  A,  drawn 
and  discounted  for  B*s  convenience. 

*'  Let  us  now  compare  Bueli  a  bill  with  a  real  bill.  Let 
US  consider  in  wdiat  points  they  differ,  or  seem  to  differ; 
and  in  what  they  agree.  ■ 

*' They  agree,  inasmuch  as  eacli  is  a  discountable  article ; 
each  has  also  been  created  for  the  purpose  of  being  dis- 
counted ;  and  each  is,  perhaps,  discounted  in  fact.  Each^ 
therefore,  serves  equally  to  supply  means  of  speculation  to 

*  pp.  29—33. 
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the  merchant.  So  tar,  moreover,  h^  bills  and  notes  consti- 
tute what  is  called  the  circulating  nit'dium,  or  paper  e\ir-  . 
rency  of  the  country,  and  prevent  the  use  of  guineas,  the 
fictitious  and  the  real  bill  are  upon  an  eqiialit;^^ ;  and  if  the 
price  of  commodities  be  raia^ed  in  proportion  to  the  quantity 
of  paper  currency,  the  one  contributes  to  that  rise  exactly 
in  the  same  manner  as  the  other, 

"  Before  we  come  to  the  points  in  whteh  tbey  differ,  let 
us  advert  to  one  point  in  which  they  are  commonly  sup- 
posed to  be  unlike ;  but  in  which  they  cannot  be  said  always 
or  necessarily^  to  differ. 

"  Eeal  notee  (it  is  sometimes  said)  represent  actual 
property.  There  are  actual  goods  in  existence,  wliieh  are 
the  counterpaxt  to  every  real  note.  Koteta  wbich  are  not 
drawn  in  consequence  of  a  sale  of  goods,  are  a  species  of 
false  wealth,  by  which  a  nation  is  deceived.  Tliesc  supply 
only  an  imaginary  capital ;  the  othci^  in<licate  one  that  is 
real. 

*^  In  answer  to  this  statement  it  may  be  observed,  first, 
that  the  notes  given  in  consequence  of  a  real  sale  of  goods 
cannot  be  considered  as  on  that  aeconnt  ce7iaijily  represent- 
bag  any  actual  property.  Suppose  that  A  sells  lOOi.  worth 
of  goods  to  B  at  six  months  credit,  and  takes  a  bill  at  six 
months  for  it ;  and  that  B,  witliin  a  month  after,  sells  the 
same  goods,  at  a  like  credit,  to  C,  taking  a  like  bill ;  and 
again,  that  C,  after  anotlier  month,  sells  them  to  I),  taking 
a  like  bill,  and  so  on.  There  may  then,  at  the  end  of  six 
months,  be  six  bills  of  100^.  each,  existing  at  the  same  time; 
and  every  one  of  these  may  possibly  have  been  discoimtod. 
Of  all  these  bills,  theuj  only  one  represents  any  actual  ]>rop- 
erty. 

"  In  order  to  justify  the  supposition  that  a  real  bill  (as 
it  is  called)  represents  actual  profierly,  tliere  ought  to  be 

I  some  power  in  the  bill- holder  to  prevent  the  prop  eity  which 
the  bill  represents,  from  being  turjied  to  other  purposes  than 
tliat  of  paying  the  bill  in  question.  No  such  yiower  exists ; 
neither  the  man  who  holds  the  real  bill,  i\ot  ttt^  \\\^\\^\\q 
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diseouiits  itj  liaa  any  property  in  tlie  speeilic  goods  for  whicli 
it  was  given;  he  as  much  trusts  to  the  general  ability  to  pay 
of  the  giver  of  the  bill,  as  the  bolder  of  any  fictitious  bill 
does,  llie  fictitious  bill  may,  in  ruauy  eaiScBj  be  a  bill  given 
by  a  person  having  a  large  and  known  capital,  a  part  of 
which  the  fictitious  bill  may  be  said  in  that  cati6  to  repre- 
6ent»  The  supposition  tbat  real  bills  represent  property, 
and  that  fictitious  bills  do  not,  seems,  therefore,  to  be  one 
by  w'liich  more  than  justice  is  done  to  oue  of  these  species 
of  bills,  and  something  less  than  justice  to  the  other, 

''  We  come  next  to  some  pohits  iu  which  they  diflter. 

"  First,  the  fictitious  note,  or  note  of  accommodation,  is 
liable  to  the  objection  that  it  professes  to  be  Mdiat  it  is  not. 
This  objection,  however,  lies  only  against  those  fictitious  _ 
bills  wdiieh  are  passed  as  real.  In  many  cases,  it  is  suffi-  I 
ciently  obvious  what  they  are.     Secondly,  the  fictitious  bill 

I  is,  in  general,  less  likely  to  be  punctually  paid  than  the  real    ■ 
one.   There  is  a  general  presuniption,  that  the  dealer  in  ficti-   | 
tions  bills  is  a  man  who  is  a  more  adventurous  speculator 
than   he   who   caretnlly   abstains   from   them.     It  follows, 
thirdly,  that  fictitious  bills,  besides  being  less  safe,  are  less 
subject  to  limitation  as  to  their  quantity.     The  extent  of  a 
man's  actual  sales  forms  some  limit  to  the  amount  of  his 
real  notes ;  and  as  it  is  highly  desirable  in  commerce  that 
credit  should  be  dealt  out  to  all  persons  in  some  sort  of   ■ 
regular  and  due  proportion,  tlie  measure  of  a  man^s  actual 

§  sales,  certified  by  the  ap))earance  of  his  bills  drawn  in  vir- 
tue of  those  sales,  is  some  rule  in  the  case,  though  a  very 
imperfect  one  in  many  respects. 

I"  A  fictitious  bill,  or  bill  of  accommodation,  is  evidently, 
in  substance,  the  same  as  any  common  promissoiy  note; 
and  even  better  in  this  respect,  that  there  is  but  one  security 
to  the  proraieeory  note,  whereas  in  the  case  of  the  bill  of 
accommodation,  there  are  two.  So  much  jealousy  subsists 
lest  traders  shonld  push  their  means  of  raising  money  too 
far,  that  paper,  the  same  in  its  general  nature  with  that 
whk^  h  oriven,  being  tlie  only  paper  which  can  be  given, 
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l>y  men  out  of  bnginees,  is  deemed  eoniewhat  discreditable 
wlien  coming  from  a  merchant.  And  because  such  paper, 
when  in  the  merchant's  hand,  uecessarilj^  imitates  the  paper 
which  passes  on  tlie  occasion  of  a  sale  of  goods,  the  e]*!thet 
fictitious  has  been  cast  upon  it ;  an  epithet  which  has  seemed 
to  countenance  the  contused  and  mistaken  notion,  that  there 
is  Bomethiiii!;  altogether  false  and  delusive  in  the  nature  of 
a  certain  part  both  of  the  paper  and  of  the  apparent  wealth 
of  the  country," 

A  bill  of  exchange,  when  merely  discounted,  and  kept 
in  the  portfolio  of  tlie  discounter  until  it  falls  due,  does  not 
perform  the  functions  or  supply  the  place  of  money,  but  is 
itself  Ijonght  and  sold  for  money.  It  is  no  more  currency 
than  the  pnbHc  funds,  or  any  other  sec^irities.  But  when 
a  bill  drawn  upon  one  person  is  paid  to  anctlier  (or  even  to 
the  same  pereou)  in  discharge  of  a  debt  or  a  pecuniary  claim, 
it  does  something  for  which,  if  tlie  bill  did  not  exist,  money 
would  be  required  :  it  perfoms  the  functions  of  currency. 
Tliis  is  a  use  to  which  bills  of  exchange  are  often  applied. 
"They  not  only,^'  continues  Mr.  Thornton,*  '^ spare  the  use 
of  ready  money ;  they  also  occupy  its  place  in  many  caees. 
Let  us  imagine  a  farmer  in  the  country  to  discharge  a  debt 
of  lOZ.  to  his  neiglibonring  grocer,  by  giving  liim  a  bill  for 
that  sum,  drawn  on  his  corn  factor  in  London  for  grain  sold 
in  the  metropolis ;  and  the  grocer  to  transmit  the  bill,  he 
having  previously  indorsed  it,  to  a  neighbouring  sugar -baker, 
in  discharge  of  a  like  debt ;  and  the  siigar-baker  to  send  it, 
when  again  indoi'sed,  to  a  West  India  merchant  in  an  out- 
port,  and  the  "West  India  merchant  to  deliver  it  to  his  coun- 
try banker,  who  also  indorses  it,  and  sends  it  into  finther 
circnlation.  The  bill  in  this  case  will  have  effected  live 
payments,_  exactly  as  if  it  were  a  lOZ,  note  payable  to  bearei 
on  demand.  A  mnltitude  of  bills  pass  between  trader  and 
trader  in  the  countiy,  in  the  manner  which  has  been  de- 
scribed ;  and  they  evidently  form,  in  the  strictest  sense,  a 
part  of  the  circulating  medium  of  the  kingdom." 

*  P,  40. 
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Many  billa^  both  domestic  and  foreign,  are  at  last  pre- 
sented for  pajment  quite  covered  with  indorseint.'nts,  eaeh 
of  which  represents  either  a  fresh  discoiinting,  or  a  peeuii- 
iary  traiisai'tion  in  which  the  bill  has  pcrfortued  the  func- 
tions of  money.  Within  the  present  generatianj  the  circu- 
lating medium  of  Lancashire  for  sums  above  five  poundg, 
was  almost  entirely  composed  of  such  bills* 


§  5.  A  third  form  in  which  credit  is  employed  as  a 
snbBtitnte  for  cm-rency,  is  that  of  promissory  notes.  A  bill 
drawn  upon  any  one  and  accepted  by  him,  and  a  note  of 
haml  by  him  promising  to  pay  the  same  sum,  are,  as  tar  as 
he  is  concerned,  exactly  equivalentj  except  that  the  former 
conmionly  bears  interest  and  the  latter  generally  does  not ;  ■ 
and  that  the  former  is  commonly  payable  only  after  a  cer-  | 
tain  lapse  of  time^  and  the  latter  payable  at  sight.  But  it 
is  chiefly  in  the  latter  form  tliat  it  has  become,  in  commer- 
cial countries,  an  express  occupation  to  issue  such  substi- 
tutes for  money.  Dealers  in  money  (as  lenders  by  profes*  ■ 
sion  are  improperly  called)  desire,  like  other  dealers,  to 
stretch  their  operations  beyond  what  can  be  carried  on  by 
their  own  means :  they  Avish  to  lend,  not  their  capital 
merely,  but  their  credit,  and  not  only  such  portion  of  their 
credit  m  consists  of  fuiuLs  actually  deposited  w^ith  them,  but 
their  power  of  obtaining  credit  from  the  public  generally, 
ao  far  as  tliey  think  they  can  safely  employ  it.  This  is  done 
in  a  very  convenient  manner  by  lending  their  own  promis- 
sory notes  payable  to  bearer  on  demand  :  the  borrower  be- 
ing willing  to  accept  these  as  bo  much  money,  because  the 
credit  of  the  lender  makes  other  people  willingly  receive  them 
on  the  same  fuotitig,  in  purchases  or  otlier  payments.  These 
notes,  therefore,  perform  all  the  functions  of  currency,  and 
render  an  equivalent  amount  of  money  which  was  previously 
in  circulation,  unnecessary.  As,  however,  being  payable 
on  demand,  they  may  be  at  any  time  returned  on  the  J 
issuer,  and  money  demanded  for  them,  he  must,  on  pain  of 
bankruptcy,  keep  by  hiju  as  much  money  as  will  enable 
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him  to  meet  any  claims  of  that  sort  which  can  be  expected 
to  occur  witliiii  the  time  iiecessaiy  for  providing  hiuiseU' 
with  more :  aod  pnideiice  also  requires  tliat  he  should  nut 
attempt  to  is^ue  noteri  lieyomi  the  aiiionnt  wiiieh  ex]>eneiice 
shows  can  remain  in  cireuhition  without  being  ])re«ented  for 
payment. 

The  convenience  of  this  mode  of  (as  it  were)  coining 
credit,  having  once  been  discovered,  governments  liave 
availed  themselves  of  the  same  expedientj  and  have  issued 
their  own  promissory  notes  in  payment  of  their  exiienses ; 
a  resuuTce  the  more  iisefnl,  because  it  is  the  only  mtKle  in 
which  they  are  able  to  borrow  mcmey  without  paying  in- 
terest, their  promises  to  pay  on  demand  being,  in  the  esti- 
mation of  the  holders,  equivalent  to  money  in  hand.  The 
practical  differences  between  such  goverament  notes  and 
the  issues  of  private  bankers,  and  the  furtlier  diversities  of 
which  this  class  of  substitutes  for  money  are  susceptible, 
will  be  considered  presently. 

§  6.  A  fourth  mode  of  making  credit  answer  the  pur- 
poses uf  money  J  by  which,  wlien  carried  far  enough,  money 
may  be  very  completely  superseded,  consists  in  making 
payments  by  cheques.  The  custom  of  keeping  the  spare 
cash  reserved  for  immediate  use  or  against  contingent  de- 
mands, in  the  hands  of  a  banker,  and  making  all  payments, 
exce]«t  small  ones,  by  orders  on  bankers,  is  in  this  country 
spreading  to  a  continually  larger  portion  of  the  public.  If 
the  person  making  the  payment,  and  the  person  receiving 
it,  keep  their  money  with  the  same  Imnker,  the  payment 
takes  place  without  any  intervention  of  money,  by  the  mere 
trausfer  of  its  amount  in  the  banker's  books  from  the  credit 
of  the  payer  to  that  of  the  receiver.  If  all  persons  in  Lon- 
don kept  their  cash  at  the  same  banker's,  and  made  all  their 
payments  by  means  of  cheques,  no  money  would  be  required 
or  used  for  any  transactions  beginning  and  terminating  iu 
London.  This  ideal  limit  is  almost  attained  in  fact,  so  fai 
as  regards  txansactious  between  dealers.     It  is  chiefly  in  the 
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retail  transactions  between  dealers  and  consuniei-fi,  and  in 
the  payment  of  wages,  that  money  or  bank  notes  now  pass, 
and  then  only  when  the  amounts  are  sraalL  In  London, 
even  shopkeepers  of  any  amonnt  of  capital  or  extent  of 
bnsinesa  have  generally  an  aceonnt  w^ith  a  banker ;  which, 
besides  the  safety  and  convenienee  of  the  practice,  is  to  their 
advantage  in  another  respect,  by  giving  them  au  understood 
claim  to  have  their  bills  discounted  in  eases  when  they  could 
ft  not  otherwise  expect  it.  As  for  the  merchants  and  larger 
'  dealers,  they  habitually  make  all  payments  in  the  coarse 
of  their  business  by  cheques.  They  do  not,  however,  all 
deal  with  the  same  banker,  and  when  A  gives  a  cheque  to 
B,  B  usually  pays  it  not  into  the  same  but  into  some  other 
bank.  But  the  convenienee  of  business  has  given  birth  to 
■  an  arrangement  which  makes  all  the  banking  houses  of  the  ■ 
City  of  London,  for  certain  purposes,  virtually  one  estabUsh- 
ment.  A  banker  does  not  send  the  cheques  which  are  paid 
into  his  banking  house^  to  the  banks  on  which  they  are  I 
drawUj  and  demand  money  for  them.  There  is  a  building 
called  the  Clearing-house,  to  which  every  City  banker  sends,  - 
each  afternoon,  all  tlie  cheques  on  other  bankers  which  he  f 
has  received  during  t!ie  day,  and  they  are  there  exchanged 
for  the  cheques  on  him  which  have  come  into  the  hands  of 
other  bankers,  the  balances  only  being  paid  in  money  ;  or 
even  these  not  in  money,  but  in  clieques  on  the  Bank  of 
England-  By  this  contrivance,  all  the  business  transactions 
of  the  City  of  London  during  that  day,  amounting  often  to 
millions  of  pounds,  and  a  vast  amount  besides  of  country 
transactions,  represented  hy  Ijills  which  country  bankers 
have  drawn  upon  their  London  correspondents,  are  liqui- 
dated by  payments  not  exceeding  on  the  average  200,000?,* 

•  ActMrditig  to  Mr.  Tooke  (Enquiry  into  the  Cyrrency  Principle^  p.  27)  the 
adjuatiDCtite  at  the  deariug  house  **  in  the  year  183EI  ainomited  to  954,40 1,600^^,, 
making  an  average  amount  of  payments  of  upwards  of  3^000,Ot}r)Z.  of  bills  of 
oxchange  and  cheques  daily  effected  through  the  medium  of  little  more  than 
20(1,000/.  of  bank  notea*"  At  preaent  a  very  much  greater  amount  of  transac- 
tions is  daily  liquidated,  without  bank  notes  at  all,  cheques  on  the  bank  of  Eag- 
land  siippljmg  their  place. 
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By  lueans  of  the  varionB  instrumentB  of  credit  which 
have  BOW  been  explained,  the  iminense  business  of  a  coun- 
try like  Great  Britain  is  transacted  with  an  amount  of  the 
precious  metals  surprisingly  small ;  many  times  smaller,  in 
proportion  to  the  pecuniary  value  of  the  commodities  bought 
and  sold,  than  is  found  necessary  in  France,  or  any  other 
country  in  which,  the  habit  and  the  disposition  to  give 
credit  not  being  bo  generally  diffused,  these  ''  economiziDg 
expedientSj"  as  they  have  been  called,  are  not  practised  to 
the  same  extent.  What  becomes  of  the  money  thus  super- 
seded in  its  functions,  and  by  what  process  it  is  made  to 
disappear  from  circulation,  are  questions  the  discussion  of 
which  must  be  for  a  short  time  postponed. 


§  1.  Having  now  formed  a  general  idea  of  the  modes 
in  %vhich  credit  is  made  available  as  a  substitute  for  money, 
we  liave  to  consider  in  what  manner  the  use  of  tliese  mibsti- 
tiites  aftects  the  vahie  of  money,  or,  what  is  equivalent,  the 
prices  of  commodities.  It  is  hardly  necessary  to  say  that 
the  permanent  value  of  money —the  natural  and  average 
prices  of  commoditieB^ — are  not  in  question  here.  These 
are  determined  by  the  cost  of  producing  or  of  obtaining  the 
precious  metals.  An  ounce  of  gold  or  silver  will  in  the  long 
run  exchange  for  as  much  of  every  other  comraodity,  as  can 
be  produced  or  imported  at  the  same  cost  with  itself.  And 
an  order,  or  note  of  hand,  or  bill  payable  at  siglit,  for  an 
ounce  of  gold,  while  the  credit  of  tlie  giver  is  unimpaired, 
is  worth  neither  more  nor  less  than  the  gokl  itself 

It  ia  not,  however,  with  ultimate  or  average,  but  with 
immediate  and  temporary  pi-ices,  that  we  are  now  concerned. 
Tliese,  as  we  have  seen,  luay  deviate  very  widely  trom  the 
standard  of  cost  of  production.  Among  other  cauecB  of 
flnctuation,  one  we  have  found  to  be,  the  quantity  of  money 
in  circulation.  Other  things  being  the  same,  an  increase 
of  the  money  in  circulation  raises  prices,  a  diminution  low- 
ers thenu  If  more  money  is  thrown  into  circulation  than 
the  quantity  which  can  circulate  at  a  value  confomiable  to 
its  cost  of  production,  the  value  of  money,  so  long  as  the 
excess  lasts,  will  remain  below  the  standard  of  cost  of  pro- 
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ductionj  said  general  prices  will  be  sustained  above  tlie 
natural  rale. 

But  we  have  now  found  that  there  other  things,  such  as 
banknotes,  hills  of  exchange,  and  cheques,  which  circulate 
as  mouey,  and  perform  all  the  functions  of  it :  and  tlie  ques- 
tion arises.  Do  these  various  substitutes  operate  on  prices 
in  the  same  manner  as  money  itself?  Does  an  increase  in 
the  quantity  of  transferable  paper  tend  to  raise  prices,  in 
the  same  manner  ami  degree  as  an  increase  in  the  c^uantity 
of  money  ?  Tl:iere  lias  been  no  small  amount  of  discussion 
on  this  point  among  writers  on  currency,  without  any  result 
so  conclusive  as  to  have  yet  obtained  general  assent. 

I  apprehend  that  hank  notes,  hills,  or  cheques,  as  such, 
do  not  act  on  prices  at  all.  What  does  act  on  prices  is 
Credit,  in  whatever  shape  giren,  and  whether  it  gives  rise 
to  any  transferable  instruments  capable  of  passing  into  cir- 
culation, or  not. 

I  proceed  to  explain  and  substantiate  this  opinion. 

§  2.  Money  acts  upon  prices  in  no  otlier  way  than  l>y 
being  tendered  in  exchange  for  commodities.  The  demand 
which  influences  the  prices  of  commodities  consists  of  the 
money  offered  for  them.  But  the  money  offered,  is  not  the 
sanae  thing  with  the  money  possessed.  It  is  sometimes  less, 
sometimes  very  much  more.  In  the  long  ran  indeed^  the 
money  which  people  lay  out  will  he  neither  more  nor  less 
than  the  money  which  they  have  to  lay  out :  but  this  is  far 
from  being  the  ease  at  any  given  time.  Sometimes  they 
keep  money  by  them  tor  fear  of  an  emergency,  or  in  expec- 
tation of  a  more  advantageous  opportunity  of  expending  it. 
In  that  case  the  money  is  said  not  to  be  in  circulation :  in 
plainer  language,  it  is  not  offered,  nor  about  to  be  offered, 
for  commodities.  Money  not  in  circulation  has  no  effect 
on  prices.  The  converse,  however,  is  a  much  commoner 
case  ;  people  make  pm-chases  with  money  not  in  their  pos- 
session. An  article,  for  instance,  which  is  paid  for  l>y  a 
cheque  on  a  banker,  is  botight  with  money  which  not  only 


.._J'not  in  the  payer's  posseBsion,  but  generally  not  even  in 
tbe  banker's,  having  been  lent  by  him  (all  but  tlie  usual  ■ 
reserve)  to  otlier  persons.  We  just  now  made  tbe  inmgi- 
nary  supposition  that  all  persons  dealt  with  a  bank,  and  all 
witli  tbe  same  bank,  payments  being  universally  made  by  ■ 
cheques.  In  this  ideal  ease,  there  would  be  no  money  any- 
where except  in  the  hands  of  the  banker ;  who  might  then 
safely  part  with  all  of  it,  by  selling  it  as  bullion,  or  lending 
it,  to  be  sent  out  of  the  country  in  exchange  for  goods  or 
foreign  Becurlticis.  But  though  there  then  would  be  no 
money  in  possession,  or  ultimately  perhaps  even  in  exist- 
ence, money  would  be  offered,  and  commodities  boughl 
with  it,  just  as  at  present*  People  would  continue  to  reckon 
their  incomes  and  their  capitals  in  money,  and  to  make  tlieir 
usual  purchases  with  orders  for  tbe  receipt  of  a  thing  which 
would  have  literally  ceased  to  exist.  There  would  be  in  all 
this  nothing  to  complain  of,  so  long  as  the  money,  in  disap- 
pearing, left  an  equivalent  value  in  other  things,  applicable 
when  required  to  the  reimbursement  of  those  to  whom  the 
money  originally  belonged. 

In  the  case  however  of  payment  by  cheques,  the  pur- 
ebases  are  at  any  rate  made,  though  not  with  the  money 
in  the  buyer's  pos^jcssion,  yet  with  money  to  which  he  has 
a  right.  But  he  may  make  purchases  with  money  which 
he  only  expects  to  have,  or  even  only  pretends  to  expect. 
He  may  obtain  goods  in  return  for  his  acceptances  payable 
at  a  future  time ;  or  on  his  note  of  hand ;  or  on  a  simple 
book  credit,  that  is,  on  a  mere  promise  to  pay.  All  tliese 
purchases  have  exactly  tlie  same  effect  on  price,  as  if  they 
were  made  with  ready  money.  The  amount  of  purchasing 
power  which  a  person  can  exercise  is  composed  of  all  tlie 
money  in  his  possession  or  due  to  him,  and  of  all  his  credit. 
For  exercismg  the  whole  of  this  power  he  finds  a  sufficient 
motive  only  under  peculiar  circumstances ;  but  he  always^ 
possesses  it  \  and  the  portion  of  it  winch  he  at  any  time 
does  exercise,  is  the  measure  of  the  effect  which  be  ijroduces 
on  price.  m 
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Suppose  that,  in  tlie  expectation  tliat  some  eoiumodity 
will  rise  in  pricej  he  determines,  not  only  to  invest  in  it  all 
his  ready  maney,  but  to  take  up  on  credit,  trom  the  |>rodn- 
eers  or  iuijturters,  as  umeh  of  it  as  their  opiiiiun  of  hh  re- 
sources will  enable  him  to  obtain.  Every  one  must  see  that 
by  thus  acting  he  produces  a  greater  effect  oh  price,  than 
if' he  limited  his  purchases  to  the  money  he  has  actually  in 
hand.  He  creates  a  demand  for  the  article  to  the  full 
amount  of  his  money  and  credit  taken  togetliefj  and  raises 
the  price  proportionally  to  both.  And  this  effect  is  pro- 
duced, though  none  of  the  written  iustruuieuts  called  sub- 
stitutea  for  currency  may  be  called  into  existence ;  though 
the  transaction  may  give  rise  to  no  bill  of  excliange,  nor  to 
the  issue  of  a  single  batdc  note.  The  buyer,  instead  of  tak- 
ing  a  mere  book  credit,  might  have  given  a  bill  for  the 
amount ;  or  might  have  paid  for  the  goods  ^vitli  bank  notes 
borrowed  for  that  purpose  from  a  banker,  thus  nialdiig  the 
purchase  not  on  his  own  credit  with  the  seller,  but  on  the 
banter^s  credit  with  the  seller,  and  his  own  with  the  banker. 
Had  he  done  sOj  lie  would  have  produced  as  great  an  effect 
on  price  as  by  a  simple  pm^chase  to  the  same  amount  on  a 
book  credit,  but  no  greater  effect.  The  credit  itself,  not 
the  form  aod  mode  in  which  it  is  given,  is  the  operating 
cause* 

§  3,  The  inclination  of  the  mercantile  public  to  in- 
crease their  demand  for  connnodities  by  making  use  of  all 
or  much  of  their  credit  as  a  purchasing  power,  depends  on 
their  expectation  of  profit.  Wlien  there  is  a  general  im- 
pression that  the  price  of  some  commodity  is  likely  to  rise, 
from  an  extra  demand,  a  short  crop,  obstructions  to  impor- 
tation, or  any  other  cause,  there  is  a  disposition  among 
dealers  to  increase  their  stocks,  in  order  to  profit  by  the  ex- 
pected rise.  This  disposition  tends  in  itself  to  produce  the 
effect  which  it  looks  forward  to,  a  rise  of  price ;  and  if  tlie 
rise  is  considerable  and  progressive,  other  speculators  are 
attracted,  who,  so  long  as  the  price  has  not  begwiv  tQ  taSS.^ 
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are  willing  to  belitn^e  that  it  will  continue  rising.  TheBe,  _ 
by  further  purchases^  produce  a  fiirtlier  advance  :  and  thus  'f 
a  rise  of  price  for  which  there  were  originally  some  rational 
gronndsj  is  often  lieightened  by  merely  speculative  pur- 
ehasesj  until  it  greatly  exceeds  what  the  original  grounds 
will  justify.  After  a  time  tliis  begins  to  be  perceived;  tlie  M 
price  ceases  to  rise,  and  the  holdens,  thinking  it  time  to 
realize  their  gains,  are  anxious  to  sell.  Then  the  price  be- 
gins to  decline  :  the  holders  rush  into  the  market  to  avoid 
a  still  greater  loss,  and,  few  being  willing  to  hny  in  a  fall- 
ing market,  the  price  falls  mneli  more  suddenly  tlian  it  rose. 
Those  who  have  l»ought  at  a  higher  price  than  reasonable 
calculation  jnetifiech  and  who  have  been  overtaken  by  the 
revulsion  before  they  had  realized,  are  losers  in  proportion 
to  the  greatness  of  the  fall,  and  to  the  quantity  of  the  com- 
modity which  they  hold,  or  have  bound  tliemselves  to  pay 
for, 

Now  all  these  effects  might  take  place  in  a  community 
to  which  credit  was  unknown :  the  prices  of  some  com- 
modities might  rise  from  speculatioUj  to  an  extravagant 
height,  and  then  fall  rapidly  back.  But  if  there  were  no 
such  thing  as  credit,  this  could  hardly  happen  with  respect 
to  commodities  generally.  If  all  purchases  were  made  with 
ready  money,  the  payment  of  increased  prices  for  some 
articles  would  draw  an  unusual  proportion  of  the  money  of 
the  community  into  the  markets  for  those  articles,  and  must 
therefore  draw  it  away  from  some  other  class  of  commodi- 
ties, and  thus  lower  their  prices.  The  vacuum  might,  it  is 
true,  be  partly  filled  up  by  increased  rapidity  of  circula- 
tion ;  and  in  this  manner  tlie  money  of  the  commnnity  is 
virtually  increased  in  a  time  of  speculative  activity,  because 
people  keep  little  of  it  by  them,  but  hasten  to  lay  it  out  in 
some  tempting  adventure  as  soon  as  possible  after  they  re- 
ceive it.  Tliis  resource,  however,  is  limited  :  on  the  whole, 
people  cannot,  while  the  quantity  of  money  remains  the 
game,  lay  out  much  more  of  it  in  some  things,  without  lay- 
mg  out  less  in  others.     But  what  they  cannot  do  by  ready 
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money,  tliev  caB  do  liy  an  exteusiou  of  credit.  Wlien  peo- 
ple go  into  the  market  and  pur€hase  with  money  which  they 
hope  to  receive  hereafter,  tliey  are  drawing  upon  an  un- 
limited, not  a  limited  fuiuh  Speeidation,  thus  siijiportcdj 
may  be  going  on  in  any  niimher  of  commodities,  vritJiout 
disturhing  the  regular  course  of  busiuess  in  others.  It 
might  even  be  going  on  in  aU  commodities  at  once.  We 
could  imagine  tliat  in  an  epidemic  ht  of  the  passion  of 
gambling,  all  dealerSj  instead  of  giving  only  their  acciiB- 
tomed  orders  to  the  maunfacturere  or  growers  of  their  com- 
modity, commenced  buying  up  all  of  it  which  they  could 
protiure,  as  far  as  their  capital  and  credit  would  go.  All 
prices  would  rise  enormously,  even  if  there  w^ere  no  increase 
of  money,  and  no  paper  credit,  but  a  mere  extension  of  pur- 
chases OB  book  credits.  After  a  time  those  who  had  bought 
would  wish  to  sell,  and  prices  would  collapse. 

This  is  the  ideal  extreme  ease  of  wdiat  is  called  a  com- 
mercial crisis.  There  is  said  to  be  a  commercial  crisis,  when 
a  great  number  of  merchants  and  traders  at  once,  either 
have,  or  apprehend  that  they  shall  have,  a  difficulty  in 
meeting  tlieir  engagements.  The  most  usual  cause  of  this 
general  embarrassment,  is  the  recoil  of  prices  after  they 
have  been  raised  by  a  spirit  of  speculation,  intense  in  degree, 
and  extending  to  many  commodities.  Some  accident,  which 
excites  expectations  of  rising  prices,  such  as  the  opeinng  of 
a  new  foreign  market,  or  simultaneous  indications  of  a  short 
supply  of  several  great  articles  of  commerce,  sets  specula- 
tion at  work  in  several  leading  departments  at  once.  The 
prices  rise,  and  the  holders  realize,  or  appear  to  have  the 
power  of  realizing,  great  gains.  lu  certain  states  of  the 
public  mind,  such  examples  of  rapid  increase  of  fortune  call 
forth  mmicrous  imitators,  and  speculation  not  only  goes 
much  beyond  wdiat  is  justified  by  the  origin al  grounds  for 
expecting  rise  of  price,  but  extends  itself  to  articles  in  whicli 
tliere  never  was  any  sxich  ground :  these,  however,  rise  like 
the  rest  as  soon  as  speculation  sets  in.  At  periods  of  this 
kind,  a  great  extension  of  credit  takes  place,    l^oV  Q^iiS^j  ^<^ 
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all  whom  the  omtipoii  readice^  emplor  tlieir  credit 
lijore  freelj  than  nenai ;  but  dier  reallj  b^Te  more  credit, 
because  they  ^eem  to  be  making  mnE^tml  gmnSj  and  bec&u^ 
a  geoefmltp  Teekkg&  ud  adTenlmoiis  feeling  preTaik,  which 
dispoees  people  to  gire  le  weD  as  lake  credit  more  largely 
than  at  olher  time^  and  give  it  to  peirsocs  not  entitled  to 
it.  In  this  maimer^  in  the  celebrated  q>ecu]arive  rear  1825, 
and  at  varioo^  other  periods  during  the  present  century,  the 
prices  of  many  of  the  prmeipal  artieies  of  commerce  rose 
greatly,  without  any  fall  in  otfaersw  so  that  general  prices 
migiit,  without  incorrectness,  be  said  to  hare  risen.  When, 
after  such  a  rise^  the  reaction  comes^  and  prices  b^in  to 
tall,  thongh  at  first  perhaps  only  through  the  desire  of  the 
holders  to  realize,  speculative  purchaser  cease ;  but  were 
this  all,  prices  would  only  fall  to  the  level  from  which  they 
rose,  or  to  that  which  is  justified  by  the  state  of  the  con- 
sumption and  of  the  supply.  They  lalL  however,  much 
lower ;  for  as,  when  prices  were  rising,  and  everybody  ap- 
parently making  a  tbrtune,  it  was  easy  to  obtain  almost  any 
amount  of  credit,  so  now,  when  everybody  seems  to  be 
losing,  and  many  fail  entirely,  it  is  with  difficulty  that  firms 
of  known  solidity  can  obtain  even  the  credit  to  wliich  they 
are  accustomed,  and  which  it  is  the  greatest  inconvenience 
to  them  to  be  without ;  because  all  dealers  have  encjage- 
ments  to  fulfil,  and  nobody  feeling  sure  that  the  portion  uf 
his  means  which  he  has  entrusted  to  others  will  be  available 
in  time,  no  one  likes  to  part  with  ready  money,  or  to  ]K^st- 
pone  his  claim  to  it.  To  these  rational  considerations  there 
is  superadded,  in  extreme  eases,  a  panic  as  unreastming  as  ■ 
the  previous  over-ci»nfidence ;  money  is  borrowal  for  short 
periuds  at  almost  any  rate  of  interest,  and  sales  of  goods  for 
immediate  payment  are  made  at  almost  any  sacrifice,  Tims 
general  prices,  during  a  commercial  revulsion,  fall  as  much 
below  the  usual  level,  as  during  the  previous  period  of 
Bpcculatioii  they  liave  risen  above  it :  the  fall,  as  well  as 
the  rise,  originating  not  in  anything  atfecting  monev,  but 
in  the  etnfe  €*f  credit ;  an  iinnsnally  extended  rmi>loymeiit 
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of  credit  dming  tlie  earlier  period,  followed  by  a  great  di- 
mimiti*>n,  never  amoiintiog  however  to  an  entire  cessation 
of  it,  in  the  latter. 

It  is  not,  however,  imiversally  true  tliat  the  contraction 
of  creditj  characteristic  of  a  commercial  crisis,  most  have 
been  preceded  by  an  extraordinary  and  irrational  extension 
of  it-  Tliere  are  other  causes  ;  and  one  of  the  inoet  recent 
crises,  that  of  1847,  is  an  instance,  having  been  ]n*eceded  by 
no  particular  extension  of  credit,  and  by  no  speculations ; 
except  those  in  railway  shares,  wliich,  thongli  in  many  cases 
extravagant  enongh,  yet  being  carried  on  mostly  witli  that 
portion  of  means  wliieli  the  speculators  could  aSbrd  to  lose, 
were  not  calculated  to  produce  the  wide-spread  ruin  w^hieh 
arises  from  vicissitudes  of  price  in  the  commodities  in  which 
men  habitually  deal,  and  in  which  tlie  bulk  of  their  capital 
is  invested.  The  crises  of  1847  belonged  to  another  class 
of  mercantile  phenomena.  There  occasionally  happens  a 
concurrence  of  circnmstances  tending  to  witlidraw  from  the 
loan  market  a  considerable  portion  of  the  capital  which 
usually  supplies  it.  These  circumstances,  in  the  present 
case,  were  great  foreign  payments,  (occasioned  by  a  high 
price  of  cotton  and  an  unprecedented  importation  of  food,) 
together  with  the  continual  demands  on  tlie  circulating  cap- 
ital of  the  country  by  railway  calls  and  the  loan  transactions 
of  railway  companies,  for  the  pur|tose  of  being  converted 
Into  fixed  capital  and  made  unavailable  for  future  lending. 
These  various  demands  fell  princi]>ally,  as  such  demands 
alw^ays  do,  on  the  loan  market.  A  great,  though  not  the 
greatest  part  of  the  imported  food,  was  actually  paid  for  by 
the  proceeds  of  a  government  loan.  The  extra  payments 
which  purchasers  of  com  and  cotton,  and  railway  share- 
holdersj  found  themselves  obliged  to  make,  were  either 
made  with  their  own  spare  cash,  or  with  money  raised  for 
the  occasion.  On  the  first  supposition,  they  were  made  by 
withdrawing  deposits  from  bankers,  and  thus  cutting  off  a 
part  of  the  streams  which  fed  the  loan  mnrket ;  on  the  sec- 
ond supposition,  they  were  made  by  act\\a\  dt^iU  on  "Ooa 
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loan  market,  either  by  the  sale  of  eecnritiee,  or  by  taking 
tip  money  at  interest.  This  combination  oi  a  frurili  demand 
for  loansj  with  a  cmt ailment  of  the  capital  disposable  for  ■ 
them,  raised  the  rate  of  interest,  and  made  it  impossible  to 
borrow  except  on  tlie  Vkiry  best  secnrity.  Some  firms 
therefore,  which  by  an  improvident  and  immercantile  mode 
of  condncting  biihiness  had  allowed  their  capital  to  become 
either  temporarily  or  pernianentiy  nnavailablej  became 
unable  to  command  that  perpetnal  renewal  of  credit  which 
had  previously  enaldcd  them  to  struggle  on.  These  firms 
stopped  payment :  their  failure  involved  more  or  less  deeply 
many  other  fii*nis  which  had  trnsted  them  ;  and,  as  usual  in 
such  cases,  the  general  distrust,  commonly  called  a  panic^ 
began  to  set  in,  and  might  liave  produced  a  destruction  of 
credit  equal  to  that  of  1825,  had  not  circumstances  which 
may  almost  be  called  accidental,  given  to  a  very  simple  ■ 
measure  of  the  txovernment  {the  suspension  of  the  Bank 
Clnirter  Act  of  1844)  a  fortunate  power  of  allaying  panic,  to 
which  wlien  considered  in  itself,  it  had  no  sort  of  claim. 
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§  4.  The  general  operation  of  credit  upon  prices  being 
such  as  we  have  described,  it  is  evident  that  if  any  particu- 
lar mode  or  form  of  credit  is  calculated  to  have  a  greater 
operation  on  prices  than  others,  it  can  only  be  by  giving 
greater  facility,  or  greater  encouragement,  to  the  mnltipH- 
eation  of  credit  transactiong  geuerally.  If  bank  notes,  for 
instance,  or  bills,  have  a  greater  effect  on  prices  than  book 
credits,  it  is  not  by  any  difference  in  the  transactions  them- 
selves, which  are  essentially  the  same,  whether  taking  place  A 
in  the  one  way  or  in  the  other  j  it  must  be  that  there  are 
likely  to  bo  more  of  them,  If  credit  is  likely  to  be  more 
extensively  used  as  a  purchasing  power  when  bank  notes  or 
bills  are  the  instrnment-s  used,  than  when  the  credit  is  given 
by  mere  entries  in  an  account,  to  that  extent  and  no  more 
there  is  ground  for  ascribing  to  the  former  a  greater  power 
over  the  markets  than  belongs  to  the  hitter. 

How  it  appeturs  that  there  is  some  such  distinction.    As  far 
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as  respects  the  particnlar  transactioii,  it  makes  no  diBerence 
in  the  t;iiect  on  price  whether  A  buys  gouda  of  B  on  simple 
credit,  or  gives  a  bill  for  them,  or  pavo  for  them  with  l>ank 
notes  lent  to  him  bj  a  banker  C.  The  diti'crence  is  in  a 
Bnbse(^[uent  stage.  If  A  has  bought  the  goudis  un  a  book 
credit,  there  is  no  obvious  or  convenient  mode  by  which  B 
can  make  A's  debt  to  him  a  means  uf  extending  his  own 
credit.  Whatever  credit  he  has,  will  be  due  to  the  general 
opinion  entertained  of  his  solvency  ;  he  cannot  specifically 
pledge  A's  debt  to  a  third  person,  as  a  security  for  money 
lent  or  goods  buaght.  Eut  if  A  has  given  him  a  bill  for  the 
amount,  he  can  get  this  discounted,  which  is  the  same  thing 
as  borrowing  money  on  the  joint  credit  of  A  and  himiself : 
or  he  may  pay  away  the  bill  in  exchange  for  goods,  which  is 
obtaining  goods  on  the  same  jomt  credit.  In  either  case, 
here  is  a  second  credit  transaction,  grounded  on  the  first, 
and  which  would  not  have  taken  place  if  the  first  had  been 
transacted  without  the  intervention  of  a  bill.  Xor  need  the 
transactions  end  here.  The  bill  may  be  again  discounted, 
or  again  paid  away  for  goods,  several  times  before  it  is  itself 
presented  for  payment.  Nor  would  it  be  correct  to  say  that 
these  successive  holders,  if  they  had  not  had  the  bill,  might 
have  attained  their  piirj)n5e  by.  purchasing  goods  on  their 
own  credit  with  the  dealers.  They  may  not  all  of  them  be 
pei'sons  of  credit,  or  they  may  already  !iave  stretched  their 
credit  as  far  i^a  it  will  go.  And  at  all  events,  either  money 
or  goods  are  more  readily  obtained  on  the  credit  of  two  per- 
sons than  of  one.  Nobody  will  pretend  that  it  is  as  easy  a 
thing  for  a  merchant  to  borrow  a  thousaud  pounds  on  his 
own  credit,  as  to  get  a  bill  discounted  to  the  same  amount, 
when  the  di'awec  is  of  known  solvency. 

If  we  now  suppose  that  A,  instead  of  giving  a  bill,  oh- 
tains  a  loan  of  bank  notes  from  a  banker  C,  and  with  them 
pays  B  for  his  goods,  we  shall  find  the  difference  to  be  still 
greater.  E  is  now  independent  even  of  a  discounter ;  A's 
bill  would  have  Ijeen  taken  in  payment  only  by  those  who 
were  acquainted  with  his  reputation  for  feolv^u^^^  \i^X  ^ 
30 
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banker  is  a  person  who  hjis  credit  with  the  pablic  general] j, 
and  whose  notes  are  taken  in  pajment  br  every  one,  at 
least  in  his  own  neighbonrhood :  insomuch  that,  bj  a  ens- 
torn  which  has  grown  into  law,  payment  in  bank  notes  is  a 
complete  acquittance  to  the  paver,  whereas  if  he  has  paid 
by  a  bill,  he  still  remains  liable  to  the  debt,  if  the  person  on 
whom  the  bill  is  drawn  fails  to  pay  it  when  due,  B  there- 
fore can  expend  the  whole  of  the  bank  notes  without  at  all 
involving  his  own  credit :  and  whatever  power  he  had  be- 
fore of  obtaining  goods  on  book  credit,  remains  to  him  nn- 
impaired.,  in  addition  to  the  purchasing  power  he  derivcB 
from  the  poafiession  of  the  notes.  The  same  remark  applies 
to  every  person  in  gnccession,  into  whose  hands  the  notes 
may  come.  It  is  only  A,  the  first  holder,  (who  used  his 
credit  to  obtain  the  notes  as  a  loan  from  the  issner,)  who  can 
poesihly  find  the  credit  he  possesses  in  other  quarters  abated 
by  it ;  and  even  in  his  ease  that  result  is  not  probable  ;  for 
though,  in  reason,  and  if  all  his  circumstances  were  known^ 
every  draft  already  made  upon  his  credit  ought  to  diminish 
by  so  much  his  power  of  obtaining  more,  yet  in  practice  the 
reverse  more  frequently  happens,  and  his  having  been  trust- 
ed by  one  person  is  supposed  to  be  evidence  that  he  may 
ely  be  trusted  by  otliers^also. 

It  appears,  therefore,  that  bank  notes  are  a  more  power- 
ful instrument  for  raising  prices  than  bills,  and  bills  than 
book  credits.  It  does  not,  indeed,  follow  that  credit  ttnll  be 
more  used  because  it  can  be.  Wlien  the  state  of  trade  holds 
out  no  particular  temptation  to  make  large  purchases  on 
credit,  dealers  will  use  only  a  small  portion  of  the  credit- 
power,  and  it  will  depend  only  on  convenience  whether  tlie 
portion  wln'ch  they  use  will  be  taken  in  one  form  or  in 
auotlier.  It  is  not  until  the  circumstances  of  the  markets, 
find  tlie  state  of  the  niercfintile  mind,  render  ninny  persons 
desirous  of  stretclilng  their  credit  to  an  unusual  extent,  that 
the  distinctive  pro]>erties  of  the  different  forms  of  eredit  dis- 
play themselves.     Credit  iil ready  stretched  to  the  utmost  in 

forrfi  €>f  J>iiok  debts,  would  be  susceptible  of  a  great  ad 
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Jitional  extensiuu  by  means  of  bills,  and  of  a  still  greater  l>y 
means  of  baak  notes.  The  tir'st,  because  each  dealer,  in 
addition  to  his  own  credit,  would  be  enabled  to  create  a 
further  purchasing  power  out  of  tbe  credit  which  he  had 
himself  given  to  others  :  the  second,  because  the  Imnker  s 
credit  with  the  public  at  large,  coined  into  note&j  as  bullion 
is  coined  into  pieces  of  money  to  make  it  pLJrtable  and 
diviBible,  is  so  much  purchasing  power  superadded,  in  the 
hands  of  every  successive  bolder,  to  that  wbicb  he  may  de- 
rive from  his  own  credit  To  state  the  matter  otherwise ; 
one  single  exertion  of  the  credit-power  in  the  form  of  book 
credit,  is  only  the  foimdation  of  a  single  purebase  :  but  if  a 
bill  is  clrawn,  that  same  portion  of  credit  may  serve  for  as 
many  purchases  as  the  number  of  times  the  bill  clianges 
hands  :  while  every  bank  note  issued,  renders  the  erecht  of 
the  banker  a  purchasing  power  to  that  amount  in  the  hands 
of  all  the  successive  hohlerSj  without  impairing  any  power 
tliey  may  possess  of  effecting  purchuaea  on  their  own  credit. 
Credit,  in  short,  lias  exactly  the  same  purchasing  power  with 
money  ;  and  as  money  tells  upon  prices  not  simply  in  pro- 
portion to  its  amjimt,  but  to  lU  amount  multiplied  by  the 
number  of  times  it  cliangea  hands,  so  also  does  credit ;  and 
credit  transferalde  from  hand  to  hand  is  in  tliat  proportion 
more  potent,  than  credit  which  only  performs  one  purchase, 

§  5.  All  this  purchasing  power,  however,  is  operative 
upon  prices,  only  according  to  the  pmportion  of  it  which  is 
used:  and  the  effect,  therefore,  is  oidy  felt  in  a  state  of  cir- 
cumstances calculated  to  lead  to  an  unusuallj^  extended  use 
of  credit.  In  such  a  state  of  circumstances,  that  is,  in  (spec- 
ulative times,  it  cannot,  I  think,  be  denied,  that  prices  are 
likely  to  rise  higlier  if  the  speculative  purchases  are  made 
with  bank  notes,  than  wlien  tliey  are  made  with  bills,  and 
when  made  by  bills  than  when  made  by  book  credits.  Tliis, 
however,  is  of  far  less  importance  than  might  at  first  be 
imagmed ;  because,  in  jioint  of  fact,  speculative  purchases 
are  not,  in  the  great  majority  of  cases,  n\^de  e\\\\^\  n^\\\v 
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bank  notes  or  witli  bilJs,  but  arc  made  almost  excbiBi\  clj  on 
buck  credits.  *'  Applicutions  to  tbe  Bank  for  extended  dis- 
count," Bays  the  bigliest  authority  on  sucb  flubjeete,*  (and 
ibe  same  thing  must  be  true  of  appUcatiuns  to  other  banks) 
''  occur  rarely  if  e\'er  in  the  origin  or  progress  of  extensiv  e 
Bpeculations  iu  eummodities.  These  are  entered  into,  for 
the  must  i>art  if  not  entirely,  in  the  lirBt  instance,  un  credit 
for  the  length  of  term  usual  in  the  several  trades  \  thus  en- 
tailing on  the  parties  no  immediate  necessity  for  borrowing 
so  much  as  may  be  wanted  foi"  the  purpose  beyond  tlieir 
own  available  capitrd.  This  applies  particularly  to  specula- 
tive purchases  of  commodities  ou  the  spot,  witli  a  view  to 
resale.  But  these  generally  form  the  smaller  proportion  of 
engagements  on  credit.  By  far  the  largest  of  those  entered 
into  on  tlie  prospect  of  a  rise  of  prices,  are  such  as  have  in 
view  importations  from  abroad.  The  same  remark,  too^  is 
applicaljle  to  tbe  export  of  eonnnodities,  when  a  large  pro- 
portion is  on  tbe  credit  of  the  shippers  or  their  consignees. 
As  long  as  circumstanees  liold  out  the  prospect  of  a  favour- 
able result,  the  credit  of  the  j>artics  is  generally  sustained. 
If  some  of  them  wiali  to  realize,  there  are  otliers  with  capital 
and  credit  ready  to  replace  them  ;  and  if  the  events  fully 
justify  the  grounds  on  wliicli  the  speculative  transactions 
were  entered  into  (thus  admitting  of  sales  for  consumption 
in  time  to  replace  the  capital  embarked)  there  is  no  un- 
usual demand  for  borrowed  capiiAl  to  sustain  them.  It  is 
only  when  by  tlie  Yici^sltudes  of  political  events^  or  of  the 
seasons,  or  other  adventitious  circumstances,  the  forthcom- 
ing supplies  are  found  to  exceed  the  computed  rate  of  con- 
sumption, and  a  fall  of  prices  ensueSj  that  an  increased  de- 
mand for  capital  takes  place ;  tlie  market  rate  of  interest 
then  rises,  and  increased  applications  are  made  to  t!ie  Bank 
of  England  for  discount"  So  that  the  multi[)Iieation  of 
bank  notes  and  other  transferable  pajier  does  not,  for  the 
most  part,  accompany  and  facilitate  the  speculation ;   but 
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€omes  into  play   chiefly  when   tlie  tide    h    tiiniiiig,  and 
difficulties  begin  to  be  felt. 

Of  the  extraordinary  height  to  whidi  s]>ecnlative  trans- 
actions  can  be  carried  upon  mere  book  credits,  without  the 
smallest  addition  to  what  is  coranaonly  called  the  currency, 
very  few  persons  are  at  all  aware.  ^'  Tlie  power  of  pur- 
chase," says  Mr.  Toukc,*  '^  by  persons  liaving  capital  and 
credit,  is  much  beyond  anything  that  those  who  are  unac- 
qiiainted  practically  with  speculative  markets  have  any  idea 
of.  .  .  .  A  person  having  the  reputation  of  capital  enongh 
for  his  regular  business,  and  enjoying  good  credit  in  liis 
tradOj  if  lie  takes  a  sanguine  view^  of  the  prospect  of  a  rise 
of  price  of  the  article  in  Avliich  he  deals,  and  is  favoured  by 
circumstances  in  the  outset  and  [progress  of  his  speculation, 
may  effect  purchases  to  an  extent  perfectly  enomnons,  com- 
pared with  his  capital."  Mr.  Tooke  confirms  this  statement 
by  some  remarkable  instances,  exemplifying  the  immense 
purchasing  puAver  which  may  be  exercised,  and  rise  of  price 
which  may  be  produced,  by  credit  not  represented  by  either 
bank  notes  or  bills  of  exchange. 

"  Amongst  the  earlier  speculators  for  an  advance  in  the 
price  of  tea,  in  consequence  of  our  dispute  with  China  in 
1839,  were  several  retail  grocers  and  tea-deal  ere,  Tbere 
was  a  general  dis2)osition  among  the  trade  to  get  into  stock : 
that  is,  to  lay  in  at  once  a  quantity  which  would  meet  the 
probable  demand  from  their  customers  for  several  months  to 
come.  Some,  however,  among  them,  more  sanguine  and 
adventurous  than  the  rest,  availed  themselves  of  their  credit 
with  the  importers  and  wholesale  dealers,  for  jnirchasing 
quantities  mnch  beyond  the  estimated  demand  in  their  own 
business.  As  the  purchases  were  made  in  the  first  instance 
ostensibly,  and  perhaps  really,  for  the  legitimate  purposes 
and  witliin  the  limits  of  their  regular  business,  the  parties 
were  enabled  to  buy  without  the  condition  of  any  deposit ; 
wliereas  speculators,  known  to  be  such,  are  required  to  pay 
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21,  Iter  ehegt,  to  cover  a»y  probable  differEnce  of  price  wliich 
laiglit  arise  before  tbe  expiradon  of  the  prompt,  which,  for 
tlik  article,  is  three  mouths.  Without,  therefore,  the  outlay 
of  a  single  farthiug  of  actual  capital  or  currency  in  any 
shape,  they  made  purchases  to  a  considerable  extent ;  and 
with  the  profit  realized  on  the  resale  of  a  part  of  the&e  pur- 
chases, they  were  enabled  to  pay  the  deposit  on  further 
quantities  when  required,  as  was  the  case  when  the  extent 
of  the  purchases  attracted  attention.  In  this  way,  the  spec- 
ulation went  on  at  advancing  prices  (100  per  cent  and  up- 
wards) till  nearly  the  expiration  of  the  prompt,  and  it*  at  that 
time  circumstances  had  been  such  as  to  justify  the  apprehen- 
sion whicli  at  one  time  prevailed,  that  all  future  supplies 
would  be  cut  off,  the  prices  might  have  still  further  ad- 
vanced, and  at  any  rate  not  have  retrograded.  In  this  case, 
the  speculators  might  have  realized,  if  not  all  the  profit  they 
had  anticipated,  a  very  handsome  sum,  upon  which  they 
might  have  been  enabled  to  extend  their  business  greatly, 
or  to  retire  from  it  altogether,  with  a  reputation  for  great 
sagacity  in  thus  making  their  fortune.  But  instead  of  this 
favouralile  result,  it  so  happened  that  two  or  three  cargoes 
of  tea  which  had  been  transhipped  were  admitted,  contraiy 
to  ex])ectation,  to  entry  on  their  arrival  here,  and  it  was 
found  that  further  iodii-eet  shipments  were  in  progress. 
Thus  the  supply  was  increased  beyond  the  calculation  of  the 
speciihitoi-fi :  and  at  the  same  time,  the  consumption  had 
been  diminished  by  the  high  price.  There  was,  conse- 
quently, a  violent  reaction  on  the  market ;  tlie  speculatoi*s 
were  unable  to  sell  without  such  a  sacrifice  as  disabled  them 
from  fuUilliiig  their  engagements,  and  several  of  them  con- 
sequently failed.  Among  these,  one  was  mentioned,  who 
having  a  capital  not  exceeding  1,200^.  which  was  locked  up 
in  his  business,  had  contrived  to  buy  4r,000  chests,  value 
above  80,000^.,  the  loss  upon  which  was  about  16,000^. 

*'  The  other  example,  which  I  have  to  give,  is  that  of  the 
operation  on  the  corn  market  between  1838  and  1842. 
There  was  an  instance  of  a  person  who,  when  he  entered  on 
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Iw^ncteu&ive  gpectilations,  was,  as  it  appeared  by  the  eiibse- 
ynent  examiuation  of  his  aflairs,  possessed  of  a  capital  uat 

exceeding  500u/.,  but  being  sueeessful  in  the  outset,  and 
favoured  by  circumstances  in  the  progress  of  his  operations, 
he  contriv^  to  make  purchases  to  such  an  extent,  tliat 
when  he  ©topped  payment  his  engagements  were  found  to 
amount  to  between  500,000/,  and  600,000^.  Other  instances 
might  l>e  citeil  of  parties  without  any  capital  at  all,  who,  by 
dint  of  mere  credit,  were  enabled,  while  the  aspect  of  the 
market  favoured  their  views,  to  make  purchases  to  a  very 
great  extent. 

"  And  be  it  observed,  that  these  speculations,  involving 
enormous  purchases  on  little  or  no  capital,  were  C4irried  on 
in  1S39  and  1S40,  when  the  money  market  was  in  its  most 
contracted  state  ;  or  when,  according  to  modern  pluraseol- 
ogy,  there  was  the  greatest  scarcity  of  mouey." 

But  though  the  great  instrument  of  speculative  pur- 
chases is  book  credits,  it  cannot  be  contested  that  in  specu- 
lative periods  an  increase  does  tiike  place  iu  the  quantity 
both  of  bills  of  exchange  and  of  bank  notes.  This  increase, 
indeed,  so  far  as  bank  notes  are  concerned,  hardly  ever  takes 
place  in  the  earliest  stage  of  the  speculations ;  advances 
from  bankers  (as  Mr.  Tooke  observes)  not  being  a|)plied  for 
IB  order  to  purchase,  but  in  order  to  liold  on  witlumt  selling 
when  the  usual  term  of  credit  has  expired,  and  the  high 
price  which  was  calculated  on  has  not  arrived.  But  the  tea 
speculatoi^s  mentioned  by  Mr.  Tooke  could  not  have  carried 
their  speculations  beyond  the  tliree  months  which  are  the 
usual  tciTO  of  credit  in  their  trade,  unless  they  had  been 
able  to  obtain  advancers  from  bankers,  which,  if  the  ex]jecta' 
tion  of  a  rise  of  price  had  still  continued,  they  probablj 
could  have  done. 

Since,  then,  credit  in  the  foi-m  of  bank  notes  is  a  more 
potent  instrument  for  raising  prices  than  book  credits,  an 
unrestrained  power  of  resorting  to  this  instrument  may  c<m- 
tribnte  to  prolong  and  heighten  the  speculative  rise  of  prices, 
and  hence  aggravate  the  subsequent  recoil.     But  in  wka.t 


degree  ?  and  what  importance  ought  we  to  ascribe  to  this 
poflsibility  ?  It  may  help  us  to  form  gome  judgment  on  this 
point,  if  we  consider  the  proportion  which  the  utmost  in- 
crease of  bant  notes  in  a  period  of  speculation,  bears,  I  do 
not  say  to  the  whole  mass  of  creiit  in  the  conntry,  but  to 
the  bills  of  exchange  alone.  The  average  amount  of  bills 
in  existence  at  any  one  time  is  supposed  greatly  to  exceed  a 
hundred  millions  sterling.*  The  bant  note  circulation  of 
Great  Britain  and  Ireland  seldom  exceeds  forty  millions,  and 
the  increase  in  speculative  periods  at  most  two  or  three. 
And  even  this,  as  we  have  seen,  hardly  ever  comes  into  play 
until  that  advanced  period  of  the  speculation  at  which  the 
tide  shows  signs  of  turning,  and  the  dealers  generally  are 
rather  thinting  of  the  means  of  fulfilling  their  existing  en- 
gagementSj  than  meditating  an  extension  of  them :  while 
the  quantity  of  bills  in  existence  is  largely  increased  from 
the  very  commencement  of  the  speculations* 

§  6-     It  is  well  known  that  of  late  years,  an  artificial 


*  The  most  approved  estimate  Is  that  of  Mr.  Leatham,  grounded  on  the 
official  retiinas  of  bill  stamps  issued.    The  following  are  the  reeults: — 


1           Yenr. 

Billa  CTt>ateil  In  Oreat  Britain              a »o«o«  ■«.«««*  i« 

retarns  nf  Bill  M;amps                                 y^ 
israed  from  the  Sunup  Office,  i                  ^**^^  ""*"• 

1832 
1833 
1834 
1835 
1836 
1887 
1838 
1839 

£366,153,409 
383,ti59,5S5 
379,155,052 
405,403,051 
485,943,473 
455,084,445 
465,504,041              , 
628,493,842 

£S.V»?i8,352 
95,914,896 
^4,788,7*^3 
101,350,762 
121,485,868 
113,771,111 
116,376,010 
182,123,460 

"Mn  Lcatham,"  sajg  Mr.  Tooke,  "gircs  the  process  by  which,  upon  the 
dftta  fiimisihed  by  the  returns  of  stamps,  he  arrives  at  these  results ;  and  I  am 
disposed  to  think  that  they  are  as  near  an  approximation  to  the  truth  as  the 
nature  of  the  mateHala  admits  of  arriving  at>" — httjuirtf  into  the  C^trreney  Prin- 
eijde^  p.  26-  Mr»  Neiim arch  (Appendix  ^o.  ^9  to  Bfport  of  the  Cmmnittee  on 
the  Bank  Acts  in,  1857,  and  HiMmy  of  PHce^^  vol,  vi.  p,  5S7)  shows  grouada 
for  the  opinion  that  the  total  bill  ciroulatioti  in  1857  was  not  much  less  than  160 
milliona  sterlings  and  tiiat  it  sometimes  rises  to  200  millions. 
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limitation  of  the  issue  of  bank  notes  has  been  regarded  by 
rnany  political  econouiists,  and  by  a  great  portion  of  the 
public,  as  an  expedient  of  supreme  efficaey  for  preventing, 
and  when  it  cannot  prevent,  for  moderatingj  the  fever  of 
speculation ;  and  tliis  opinion  received  the  recognition  and 
sanction  of  the  legislature  by  the  Currency  Act  of  1844. 
At  the  point,  however,  which  onr  inquiries  have  reached, 
though  we  have  conceded  to  bank  notes  a  greater  power 
over  prices  than  is  possessed  by  bills  or  book  credits,  we 
have  not  found  reason  to  think  that  this  superior  efficacy 
has  mucli  share  in  producing  the  rise  of  prices  which  accom- 
panies a  period  of  speculation,  nor  consequently  that  any 
restraint  applied  to  this  one  instniment,  can  be  efficacious 
to  the  degree  which  is  often  supposed,  in  modei'ating  either 
that  rise,  or  the  recoil  which  follows  it.  We  shall  be  still 
less  inclined  to  think  so,  when  we  consider  that  there  is  k 
fourth  form  of  credit  transactions,  by  cheques  on  bankers, 
and  tranfers  in  a  bankers  books,  which  is  exactly  parallel 
in  eveiy  respect  to  bank  notes,  giving  equal  facilities  to  an 
extension  of  credit,  and  capable  of  acting  on  prices  quite  as 
powerinlly.  In  the  words  of  Mr.  Fnllarton,^  '*  there  is  not 
a  single  object  at  present  attained  through  the  agency  of 
Bank  of  England  notes,  which  might  not  be  as  effectually 
accomplished  by  each  individual  keeping  an  account  with 
the  bank,  and  transacting  all  his  payments  of  five  ]x>unda 
and  upwards  by  cheque."'  A  bank,  instead  of  lending  its 
notes  to  a  merchant  or  dealer,  might  open  an  account  with 
him,  and  credit  the  account  with  the  sum  it  had  agreed  to 
advance  :  on  an  undei-standing  that  he  should  not  draw  out 
that  sum  in  any  other  mode  than  by  drawing  cheques  against 
it  in  favour  of  those  to  whom  he  liad  occasion  to  make  pay* 
inents.  These  cheques  might  possibly  even  pass  fi'om  hand 
to  hand  like  bank  notes  ;  more  commonly  however  the  re- 
ceiver would  pay  them  into  the  hands  of  his  own  banker, 
and  when  he  wanted  the  money,  would  draw  a  fresh  cheque 
against  it :    and  hence  an  objector  may  urge  that  as  the 
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original  cbeqiie  would  verv  soon  be  pr<j&eated  for  payment, 
when  it  must  be  paid  either  in  notes  ur  in  coiu,  notes  or  coin 
to  an  equal  amount  must  be  provided  aa  the  id tim ate  means 
of  liquidation.  It  is  not  so^  however.  The  peiwjn  to  whom 
the  cheque  is  transferred,  may  perhaps  deal  with  the  same 
banker,  and  the  cheque  may  retm-n  to  the  very  bank  on 
which  it  was  drawn  :  this  is  very  often  the  case  in  country 
di^triets ;  if  so,  no  payment  will  be  called  for,  but  a  simple 
transfer  in  the  banker's  books  will  settle  the  transaction. 
If  the  cheque  is  paid  into  a  difierent  bank,  it  will  not  be 
presented  for  payment,  but  liquidated  by  set-ofi'  against 
other  cheques  ;  and  in  a  state  of  circumstances  favourable 
to  a  general  extension  of  banking  credits,  a  banker  who  has 
granted  more  credit,  and  has  therefore  more  cheques  drawn 
on  him,  will  also  have  more  cheques  on  other  bankers  paid 
to  him,  and  will  only  have  to  provide  notes  or  cash  for  the 
payment  of  balances ;  for  which  purpose  the  ordhiary  re- 
serve of  prudent  bankers,  one-third  of  their  liabilities,  \v]\\ 
abundantly  suffice.  Now,  if  he  had  granted  the  extension 
of  credit  by  means  of  an  issue  of  his  own  notes,  he  must 
equally  have  retained,  in  coin  or  Bank  of  England  notes, 
the  nsual  reserve :  so  that  he  can,  as  Mr.  Fullarton  says, 
give  every  facility  of  credit  by  wdiat  may  be  termed  a 
cheque  circulation,  which  he  could  give  by  a  note  circu- 
lation. 

This  extension  of  credit  !>y  entries  in  a  banker's  books, 
has  all  that  superior  efficiency  in  acting  on  prices,  which  we 
ascribed  to  an  extension  by  means  of  bank  notes.  As  a 
bank  nt»te  of  20/.,  paid  to  any  one,  gives  him  20?.  of  pur- 
chasing-power based  on  credit,  over  and  above  whatever 
credit  he  had  of  his  own,  so  does  a  cheque  paid  to  him  do 
the  same  :  for,  althougli  he  may  make  no  purchase  with  the 
cheque  itself,  he  deposits  it  with  his  banker,  and  can  draw 
against  it.  As  this  act  of  drawing  a  cheque  against  another 
which  has  been  exchanged  and  cancelled,  can  be  repeated  as 
ot\en  as  a  purchase  with  a  bank  note,  it  effects  the  same  in- 
crease of  purchasing  power.    The  original  loan,  or  credit. 
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given  by  the  banker  to  liis  customer,  is  potentially  multi- 
plied as  a  means  of  purchase,  in  the  hands  of  the  siiecessive 
persons  to  whom  portions  of  the  credit  are  paid  away,  just 
as  the  pm^ehasing  power  of  a  bank  note  is  multiplied  by  the 
number  of  persons  through  whose  hands  it  passes  before  it 
is  returned  to  the  issuer. 

Tliese  considerations  abate  very  much  from  the  impor- 
tance of  any  effect  which  can  be  produced  iu  allaying  the 
vicissitudes  of  commerce,  by  so  superticial  a  contrivance  as 
the  one  so  much  relied  on  of  late,  the  restriction  of  the  issue 
of  bank  notes  by  an  artificial  rule.  An  examination  of  all 
the  consequences  of  that  restriction,  and  an  estimate  of  the 
reasons  for  and  against  it,  miist  be  deferred  nntil  we  liave 
treated  of  the  foreign  exchanges,  and  the  interaationai 
movements  of  buIUon.  At  present  we  are  only  concerned 
with  the  general  tlieury  of  prices,  of  which  the  dificrent  in- 
tluence  of  diiierent  kinds  of  credit  is  an  essential  part. 


§  7-  There  has  been  a  great  amount  of  discussion  and 
argument  on  the  question  whether  several  of  these  iijrms  of 
credit^  and  in  particular  whether  bank  notes,  ought  to  be 
considered  as  money.  The  question  is  so  purely  verbal  as 
to  be  scai'cely  worth  raising,  and  one  would  have  some 
difficulty  in  compreheudiug  why  so  much  importance  is  at- 
tached to  it,  if  there  were  not  some  authorities  whoj  still 
adhering  to  the  doctrine  of  the  infancy  of  society  and  of 
political  economy^  tliat  the  quantity  of  money,  compared 
with  that  of  commodities,  determines  general  prices,  think 
it  important  to  prove  that  bank  notes  and  no  other  forms 
of  credit  are  money,  in  order  to  support  the  inference  that 
bank  notes  and  no  other  forms  of  credit  influence  prices.  It 
is  obvious,  however,  that  prices  do  not  depend  ou  money, 
but  on  purchases.  .  Money  left  with  a  banker,  and  not  drawn 
linst,  or  drawn  against  for  other  purposes  than  buying 
commodities,  has  no  effect  on  prices,  any  more  than  credit 
which  is  not  used.  Credit  which  k  used  to  purchase  com- 
inoditieB,  affects  prices  in  the    same  manner  as   money. 
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Money  and  credit  are  tliiis  exactly  on  a  par,  in  liieir  effect 
on  prices ;  and  wlietlier  we  choose  to  class  bank  notes 
mtli  the  one  or  the  otlier,  h  in  this  respect  entirely  iiuma- 
teriai 

Since,  however,  tliis  question  of  nomenclature  has  been 
raised,  it  seems  desirable  that  it  ehmild  be  answered.  The 
reason  given  for  considering  bank  notes  as  money,  is,  that 
by  law  and  nsage  they  have  the  ] property,  in  common  witli 
metallic  money,  of  finally  closing  the  transactions  in  which 
they  are  employed;  while  no  other  mode  of  paying  one 
debt  by  transferring  another,  has  that  privilege.  The  first 
remark  which  here  suggests  itself,  is,  that  on  this  showing, 
the  notes  at  least  of  private  banks  are  not  money ;  for  a 
creditor  cannot  be  forced  to  accept  them  in  payment  of  a 
debt.  They  certainly  close  the  transaction  if  he  does  accept 
them ;  bnt  so,  on  the  same  snpposition,  would  a  bale  of 
cloth,  or  a  pipe  of  wine  ;  which  are  not  for  that  reason  re- 
garded as  money.  It  seems  to  be  an  essential  part  of  the 
idea  of  money,  that  it  be  legal  tender.  An  inconvertible 
]>aper  which  is  legal  tender  is  nniversally  admitted  to  be 
money  ;  in  the  French  language  the  phrase  papier-mannaie 
actually  meana  ineonvertibility,  convertible  notes  being 
merely  hilhts  d  porktir.  It  is  only  in  the  case  of  Bank  of 
England  notes  under  tlie  law  of  convertibility,  that  any 
difficulty  arises  \  those  notes  not  being  a  legal  tender  from 
the  Bank  itself,  though  a  legal  tender  from  all  other  persons. 
Bank  of  England  notes  nndoubtedly  do  close  transactions, 
BO  far  as  respects  the  buyer.  Wlien  he  has  onee  paid  in 
Bank  of  England  notes,  he  can  in  no  ease  be  required  to  pay 
over  again.  But  I  confess  I  cannot  see  how  the  transaction 
can  be  deemed  complete  as  regards  the  seller,  when  he  will 
only  be  found  to  have  received  the  price  of  his  commodity 
provided  the  Bank  keeps  its  promise  to  pay.  An  instru- 
ment which  would  be  deprived  of  all  value  by  the  insolv- 
ency of  a  corporation,  caunot  be  money  in  any  sense  in 
which  money  is  opposed  to  credit.  It  either  is  not  money, 
or  it  13  money  and  credit  too.     It  may  be  most  suitably 
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described  as  coined  credit.     The  other  forms  of  credit  may 
be  distingiiislied  from  it  as  credit  in  ingots. 

§  8,  Some  high  authorities  have  claimed  for  bank 
notes,  as  compared  with  other  modes  of  ereditj  a  grcattT 
distinction  in  respect  to  influence  on  price  than  we  have 
seen  reason  to  allow ;  a  differencej  not  in  degree^  hut  in 
kind,  Tliev  gromid  this  distinction  ou  the  fact,  that  all  bills 
and  cheques,  aa  w^ell  as  all  book-debts,  are  from  the  first  in- 
tended to  be,  and  actually  are,  ultimately  liquidated  either 
in  coin  or  in  notes.  The  bank  notes  in  circulation,  jointly 
with  the  coin,  are  thereforej  according  to  these  authorities, 
the  basis  on  which  all  the  other  expedieufe  of  credit  rest ; 
and  in  proportion  to  the  basis  will  he  the  superstructure ; 
insomuch  tiiat  the  quantity  of  bank  notes  determines  that 
of  all  the  otiier  forms  of  credit.  If  hank  notes  are  multi- 
plied, there  will,  they  seem  to  think,  be  more  bilk,  more 
payments  by  cheque,  and,  I  presmne,  more  book  credits ; 
and,  by  regulating  and  limiting  the  issue  of  bank  notes,  they 
think  that  all  other  tbrms  of  credit  are,  by  an  indirect  con- 
sequence, brought  under  a  similar  limitation,  I  believe  I 
have  stated  the  opinion  of  these  authorities  coiTectly,  though 
I  have  nowhere  seen  the  groimds  of  it  set  forth  with  such 
distinctness  as  to  make  me  feel  quite  certain  that  I  under- 
stand them.  It  may  be  truCj  that  according  as  there  are 
more  or  fewer  bank  not(^,  there  is  also,  in  general  (though 
not  invariably),  more  or  less  of  other  descriptions  of  credit ; 
or  tlie  same  state  of  affairs  which  leads  to  an  increase  of 
credit  in  one  shape,  leads  to  an  increase  of  it  in  other  shapes. 
But  I  see  no  reason  for  believing  that  the  one  is  the  cause 
of  the  other.  If  indeed  we  begin  by  assuming,  as  I  suspect 
is  tacitly  done,  that  prices  are  regulated  by  coin  and  bank 
notes,  the  proposition  maintained  will  certainly  follow ;  for, 
according  as  prices  are  higher  or  lower,  the  same  purchases 
will  give  rise  to  bills,  cheques,  and  book  credits  of  a  larger 
Of  a  smaller  amount-  But  the  premise  in  this  reasoning  is 
the  very  proposition  to  be  proved.     Setting  t\m  ^^uxtt^VVoro. 
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aside,  I  know  not  how  the  conelusion  can  be  substantiated. 
Tbe  credit  given  to  any  one  by  tho&e  with  whom  he  deals, 
does  not  depend  on  the  quantity  of  bank  notes  or  coin  in  A 
circulation  at  the  time,  bat  on  their  opinion  of  his  solvency: 
if  any  consideration  of  a  more  general  character  enters  into 
their  calculation,  it  is  only  in  a  time  of  pressure  on  the  loan 
market,  when  they  are  not  certain  of  being  themselves  aide 
to  obtain  the  credit  on  whicli  they  have  been  accustomed  to 
rely ;  and  even  then,  what  they  look  to  is  the  general  state  ■ 
of  the  loan  market,  and  not  (preconceived  theory  apart)  the 
amount  of  bank  notes.  So  far,  as  to  the  willingness  to  ffive 
credit.  And  the  willingness  of  a  dealer  to  use  his  credit, 
depends  on  his  expectations  of  gain,  that  is,  on  his  opinion 
of  the  probable  future  price  of  his  commodity;  an  opinion 
grounded  either  on  tbe  rise  or  fall  already  going  on,  or  on 
his  prospective  judgment  respecting  the  supply  and  the  rate 
of  consumption.  When  a  dealer  extends  his  purchases  be- 
yond his  immediate  means  of  payment,  engaging  to  pay  at 
a  specified  time,  he  does  so  in  the  expectation  either  that 
the  transaction  will  have  terminated  favourably  before  that 
time  arrives,  or  that  he  shall  then  be  in  possession  of  suf- 
ficient funds  from  the  proceeds  of  his  other  transactions. 
Tlie  folfilmeut  of  these  expectations  depends  upon  prices, 
but  not  specially  upon  the  amount  of  bank  n<>(es.  He  may, 
doubtless,  also  ask  himself,  in  case  he  should  be  disappointed 
ill  these  expectations,  to  what  quarter  he  can  look  for  a  tem- 
porary advance,  to  enable  him,  at  tlie  worst,  to  keep  his  en- 
gafrements.  But  in  the  first  place,  this  prospective  reflection 
on  the  somewhat  more  or  less  of  difficulty  which  he  may 
have  in  tiding  over  his  embarrassments,  seems  too  slender 
an  inducement  to  be  much  of  a  restraint  in  a  period  sup- 
posed to  be  Ofie  of  rash  adventure,  and  upon  persons  so  con- 
fident of  success  as  to  involve  themselves  beyond  their  cer- 
tain means  of  extrication.  And  further^  I  apprehend  that 
their  confidence  of  being  lielped  out  in  the  event  of  ill-for- 
tune, will  mainly  depend  on  their  opinion  of  their  own  indi 
ridiml  cireAii,  with»  perhaps,  some  consideration,  not  of  the 
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quantity  of  the  currency,  but  of  the  general  state  of  the  loan 
market.  They  are  aware  that,  in  case  of  a  commercial  crisis, 
they  shall  have  difficulty  in  obtaining  advances.  But  if  they 
thought  it  likely  that  a  commercial  crisis  would  occur  be- 
fore they  had  realized,  they  would  not  speculate.  If  no 
great  contraction  of  general  credit  occurs,  they  will  feel  no 
doubt  of  obtaining  any  advances  which  they  absolutely  re- 
quire, provided  the  state  of  their  own  affairs  at  the  time 
affords  in  the  estimation  of  lenders  a  sufficient  prospect  that 
those  advances  will  be  repaid. 


§  1,  After  experience  had  bIiowti  that  pieces  of  paper,  of 
no  intrinsic  value,  by  merely  bearing  upon  them  the  written 
profession  of  being  equivalent  to  a  certain  number  of  francs, 
dollare,  or  pounds,  could  be  made  to  circulate  as  such,  and 
to  produce  all  the  benefit  to  the  issuers  whicli  could  have 
been  produced  by  the  coinB  which  they  purported  to  repre- 
sent ;  governments  began  to  think  that  it  would  be  a  happy 
device  if  they  couhi  appropriate  to  themselves  this  benefit, 
free  from  the  condition  to  wliicli  individuals  issuing  such 
paper  substitutes  for  money  were  subject,  of  giving,  when 
required,  for  the  sigu^  the  thiug  signified.  They  determined 
to  try  whether  they  could  not  emancipate  themselves  from 
this  unpleasant  obligation,  and  make  a  piece  of  paper  issued 
by  them  pass  for  a  pound,  by  merely  calling  it  a  pound,  and 
consenting  to  receive  it  in  payment  of  the  taxes.  And  such 
is  the  influence  of  almost  all  established  governments,  that 
they  have  generally  succeeded  in  attaining  tins  object :  I 
believe  I  might  say  they  have  always  succeeded  for  a  time, 
and  the  power  has  only  been  lost  to  them  after  they  had 
compromised  it  by  the  most  flagrant  abuse. 

In  the  case  supposed,  the  functions  of  money  are  per- 
formed by  a  thing  which  derives  its  power  of  perfonning 
them  solely  from  convention  ;  but  convention  is  quite  t^uffi- 
cicnt  to  confer  the  power  ;  since  nothing  more  is  needful  to 
make  a  person  accept  anything  as  money,  and  even  at  any 
arhhi'fijrj  value^  than  the  persuasion  that  it  will  be  taken 
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from  him  on  the  same  terms  by  others.  The  only  question  is, 
what  determines  the  value  of  such  a  curreucy  ;  since  it  can- 
not he,  as  in  the  case  of  gold  and  silver  (or  paper  exchange- 
able for  them  at  pleasure),  the  cost  of  production. 

We  liavc  seen,  howex^er,  that  even  in  the  ease  of  metal- 
lic currency,  the  immediate  agency  in  determining  its  value 
is  its  quantity.  If  the  quantity,  instead  of  depeuding  on 
the  ordinary  mercantile  motives  of  profit  and  loss,  could  be 
arbitrarily  lixed  by  authority,  the  value  would  depend  on 
the  tiat  of  that  authority,  not  on  cost  of  production.  The 
quantity  of  a  paper  currency  not  convertible  into  the  metals 
at  the  option  of  the  holder,  can  be  arbitrarily  tixed :  espe- 
cially if  the  issuer  is  tlie  sovereign  power  of  the  state.  The 
value,  therefore,  of  such  a  currency,  is  entirely  arbitrary. 

Suppose  that,  in  a  country  of  which  the  currency  is 
wholly  metallic,  a  paper  cun-ency  is  suddenly  issued,  to  the 
amount  of  half  the  metallic  circulation  :  not  by  a  banking 
establishment,  or  in  the  form  of  loans,  but  by  the  govern- 
ment, in  payment  of  salaries  and  purchase  of  commodities. 
The  currency  being  suddenly  increased  by  one-half,  all  prices 
will  riscj  and  among  the  rest,  the  prices  of  all  things  made 
of  gold  and  silver.  An  ounce  of  manufactured  gold  will  be- 
come more  vahiable  than  an  ounce  of  gold  coin,  by  more 
than  that  customary  diiierence  which  compensates  for  tlie 
value  of  the  workmanship  ;  and  it  will  be  profitable  to  melt 
the  coin  for  the  puqiose  of  being  manufactured,  mi  til  as 
much  has  been  taken  from  the  cnrrency  by  the  subtraction 
of  gold,  as  had  been  added  to  it  by  the  issue  of  paper.  Tlien 
prices  will  relapse  to  what  they  were  at  first,  and  there  will 
be  nothing  changed  except  that  a  paper  currency  has  been 
substituted  for  half  of  the  metallic  currency  which  existed 
before.  Suppose,  now,  a  second  emission  of  paper ;  the 
same  series  of  effects  will  be  renewed  ;  and  so  on,  until  the 
whole  of  the  metallic  money  has  disappeared :  that  is,  if 
paper  be  issued  of  as  low  a  denomination  as  the  lowest  coin ; 
if  not,  as  much  will  remain,  as  convenience  requires  for  tlio 
smaller  pajTuents.     The  addition  made  to  l\ie  c^^uX\Vj  ^i 
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gold  and  silver  disposable  for  ornamental   purposes,  will 
gomewhat  reduce,  for  a  time,  tlie  value  of  the  article ;  and 
as  long  as  tliis  is  tlie  case,  even  tlioiigb  paper  has  been  ■ 
issued  to  the  original  amount  of  the  metallic  circidation,  as 
rancii  coin  will  i*emain  in  circulation  along  with  it,  as  will 
keep  the  value  of  the  cuiTency  down  to  the  reduced  value  ■ 
of  the  metallic  material ;  but  the  value  having  fallen  below 
the  cost  of  production,  a  stoppage  or  diminution  of  the  sup- 
ply  from  the  mines  will  enable  the  surplus  to  be  carried  otf  ■ 
by   the   ordinary   agents   of   destruction,  after   which,  the 
raetak  and  the  currency  will  recover  their  natural  value.  _ 
We  are  here  supposing,  as  we  have  6upi)osed  throughout:,  I 
that  the  country  has  mines  of  its  own,  and  no  commercial 
intereourse  with  other  countries ;   for,  in  a  country  having 
foreign  trade,  the  coin  which  is  rendered  superfluous  by  an 
issue  of  paper  is  carried  off  by  a  much  prompter  method.       i 
Up  to  this  point,  t]ie  effects  of  a  paper  currency  are  6ul>»  ■ 
stantially  the  same,  whether  it  is  convertible  into  specie  or 
not.     It  is  when  the  metak  have  been  completely  super-  ■ 
seded  and  driven  from  circulation,  that  the  difference  be- 
tween   convertible   and    inconvertible    paper  begins  to  be 
operative.     When  the  gold  or  silver  has  all  gone  from  eir- 
culation,  and  an  etpial  quantity  of  paper  has  tiiken  its  place, 
BU|>pose  that  a  stili  further  issue  is  superadded.     Tlie  same 
eeries  of  phenomena  recommences :  prices  rise,  among  the 
rest  the  prices  of  gold  and  silver  articles,  and  it  becomes  an 
object  as  before  to  procure  coin  in  order  to  convert  it  into 
bidlion.    There  is  no  longer  any  coin  in  circulation  ;  but  if 
the  paper  cuiTency  is  convertible,  coin  may  still  be  obtained 
from  the  issuers,  in  exchange  for  notes.    All  additional  notes, 
therefore,  which  are  attempted  to  be  forced  into  circulation 
after  tlie  metals  have  been  completely  superseded,  will  re-  i 
turn   upon  the  issuers  in  exchange  for  coin  ;  and  they  Mill    ■ 
not  be  able  to  maintain  in  circulation  such  a  quantity  of 
convertible  paper,  as  to  sink  its  value  below  the  metal  which   J 
it  represents.     It  is  not  so,  however,  with  an  inconvertible 
currency.     To  the  increase  of  that  (if  permitted  hy  law) 
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?  i?  no  clieck.  Tlie  issuem  may  add  to  it  indefinitely, 
lowering  its  value  and  raising  prices  in  proportioH  j  they 
may,  in  other  words,  depreciate  tlie  currency  withont  limit. 
Sueli  a  power,  in  whomsoever  vested,  is  an  intolera!)le 
evil.  All  variations  in  the  valne  of  tlie  cireiilating  medium 
are  mischievous :  they  disturb  existing  contracts  and  expec- 
tatii>ns,  and  the  liability  to  sueh  changes  renders  every 
peeuniary  engagenieut  of  long  date  entirely  precarious, 
Tlie  person  who  buys  for  liimselt\  or  gives  to  another,  an 
annuity  of  100^.,  does  not  know  whether  it  will  be  equiva- 
lent to  200?.  or  to  50?.  a  few  years  hence.  Great  as  this 
evil  w^ould  be  if  it  depended  only  on  accident,  it  is  still 
greater  when  placed  at  the  arbitrary  disposal  of  an  individ- 
ual or  a  body  of  individuals ;  who  may  have  any  kind  or 
deffree  of  interest  to  l)e  served  bv  an  ai-tificial  fluctuation  in 
fortunes ;  and  who  have  at  any  rate  a  strong  interest  in 
issuing  as  much  as  possible,  each  issue  being  in  itself  a 
source  of  profit.  Not  to  add,  that  the  issnei-s  naay  have, 
and  in  the  case  of  a  govei-nmeut  paper,  always  have,  a 
direct  interest  in  lowering  the  value  of  the  eurrency,  because 
it  is  the  medium  in  which  their  own  debts  are  computed. 


§  2.  In  order  that  the  value  of  the  ciu'rency  may  be 
secure  from  being  altered  by  design,  and  may  be  as  little  as 
possible  liable  to  fluctuation  from  accident,  the  articles  least 
liable  of  all  known  commodities  to  vary  in  their  value,  the 
precious  metals,  have  been  made  in  all  ci^^lized  countries 
the  standard  of  value  for  the  circulating  medium ;  and  no 
paper  currency  ought  to  exist  of  which  the  value  cannot  be 
made  to  conform  to  theirs.  Nor  has  this  fundamental 
maxim  ever  been  entirely  lost  sight  of,  even  l>y  the  govern- 
ments which  have  most  abused  the  power  of  creating  incon- 
vertible paper.  If  they  liave  not  (as  they  generally  have) 
professed  an  intention  of  paying  in  specie  at  some  indefinite 
future  time,  they  have  at  least,  by  giving  to  their  paper 
issues  the  names  of  their  coins,  made  a  virtual,  though  gen- 
erally a  false,  pmfession  of  intending  to  Vee^  \\\^\tv  %!^ 
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value  corresponding  to  that  of  the  coins.  This  i^  not  in> 
practicable,  even  with  an  inconvertihle  paper.  There  is  not 
indeed  the  self-acting  check  which  eonvertibility  brings 
with  it.  Bat  there  is  a  clear  and  nneqnivocal  indication  by 
which  to  judge  whether  the  currency  is  depreciated,  and  to 
what  extent.  That  indication  is,  the  price  of  the  precious 
metak.  When  holders  of  paper  cannot  demand  com  to  |]t 
convened  into  bullion,  and  when  there  is  none  left  in  circu- 
lation, bullion  rises  and  falls  in  price  like  other  things ;  and 
if  it  is  above  the  mint  price,  if  an  ounce  of  gold,  which 
would  be  coined  into  tlie  equivalent  of  3/.  17s.  10|(/.,  is  sold 
for  -W.  or  5/.  in  paper,  the  value  of  the  currency  has  sunk 
just  that  much  below  what  the  value  of  a  metallic  currency 
would  be.  If,  therefore,  the  issue  of  inconvertible  paper 
were  subjected  to  strict  rules,  one  rule  being  that  whenever 
bullion  rose  above  the  mint  price,  the  issues  should  be  con- 
tracted until  the  market  price  of  bullion  and  the  mint  price, 
were  again  in  accordance,  such  a  currency  would  not  be 
subject  to  any  of  the  evils  usually  deemed  inherent  in  an 
inconvertible  paper. 

But  also  such  a  system  of  currency  would  have  no  ad- 
vantages sufficient  to  recommend  it  to  adoption.  An  incon* 
vertible  currency,  regulated  by  the  price  of  bullion,  would 
conform  exactly,  in  all  its  variations,  to  a  convertible  one ; 
and  the  only  advantage  gained,  would  be  that  of  exemption 
from  the  necessity  of  keeping  any  reserve  of  the  precious 
metals  ;  which  is  not  a  very  important  consideration,  espe- 
cially as  a  government,  so  long  as  its  good  faith  is  not  sus- 
pected, needs  not  keep  so  large  a  reserve  as  private  issuers, 
being  not  so  liable  to  great  and  sudden  demands,  since  there 
never  can  be  any  real  doubt  of  its  solvency.  Against  this 
small  advantage  is  to  be  set,  in  the  first  place,  the  possibility 
of  fraudulent  tampering  with  the  price  of  bullion  for  tLe  sake 
of  acting  on  the  enrrency  ;  in  the  maimer  of  tlie  fictitious 
sales  of  com,  to  influence  the  averages,  so  much  and  so  justly 
complained  of  while  the  corn  laws  were  in  force.  But  a 
still  stronger  consideration  is  the  importance  of  adhering  to 
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a  simple  priiieiplt!,  intelligible  to  tlie  mot=^t  uotaiight  capacity. 
Everybody  can  iindei^taiid  com^ertibility  ;  everj^  one  sees 
that  what  can  be  at  any  moment  excliauged  for  tive  pounds, 
is  worth  five  pounds.  Regulation  by  the  price  of  bullion  is 
a  more  complex  idean,  and  doci^  not  recommend  itself  through 
the  same  familiar  associations.  Tliere  would  be  nothing  like 
tbe  same  contidence,  by  the  public  generally,  in  sm  incon- 
vertible currency  so  regulated,  as  in  a  convurtible  one:  and 
the  most  instructed  person  might  reasonably  doubt  wliether 
sueli  a  rule  would  be  as  likely  to  be  inflexil)ly  adhered  to. 
Tlie  grounds  of  tbe  rule  not  being  so  well  understood  by  tlie 
public,  opinion  would  probably  not  enforce  it  with  as  much 
rigidity,  and,  in  any  circumstances  of  difficulty,  would  be 
likely  to  turn  against  it ;  while  t^  the  government  itself  a 
suspension  of  convertibility  would  appear  a  much  stronger 
and  more  extreme  nieasurOj  than  a  relaxation  of  what  might 
possibly  be  considered  a  somewhat  artificial  rule.  There  is 
therefore  a  great  preponderance  of  reasons  in  favour  of  a 
convertible,  in  preference  to  even  the  best  regulated  incon- 
vertible currency.  The  temptation  to  over-issue,  in  certain 
financial  emergencies,  is  so  strong,  that  nothing  is  admissible 
which  can  tend,  in  however  slight  a  degree,  to  weaken  the 
barriers  that  restrain  it. 

§  3.  Although  no  doctrine  in  political  economy  rests  on 
more  obvious  grounds  than  the  mischief  of  a  l>fipcr  currency 
not  maintained  at  the  same  value  with  a  metallic,  eitlier  by 
convertibility,  or  by  some  ]mnciple  of  limitation  equivalent 
to  it ;  and  although,  accordingly,  this  doctrine  has,  though 
not  till  after  the  discussions  of  many  years,  been  tolerably 
effectually  drummed  into  the  public  mind  ;  yet  dissentients 
are  still  numerous,  and  projectors  every  now  and  then  start 
up,  with  plans  for  cnring  all  the  economical  evils  of  society 
by  means  of  an  unlimited  issue  of  inconvertible  l>aper. 
There  is,  in  truth,  a  great  charm  in  tlie  idea.  To  be  able  to 
pay  off  the  national  debt,  defray  the  er[>enses  of  government 
without  taxation,  and  in  fine^  to  make  the  Ibitunes  of  the 
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whole  commimityj  is  a  brilliant  prospect,  when  once  a  man 
h  capable  of  believing  that  printing  a  few  characters  on  bits 
of  paper  will  do  it.  The  philosophers  stone  eonld  not  be 
expected  to  do  more. 

As  these  projects,  however  often  slain,  always  resusci- 
tate, it  is  not  snperfluous  to  examine  one  or  two  of  the  fal- 
lacies by  which  the  schemers  impose  upon  themselves.  One 
of  the  commonest  is,  that  a  paper  cmrency  canm^t  be  issued 
in  excess  so  long  as  eveiy  note  issued  represtnts  property, 
or  has  a  foundation  of  actual  ]>roperty  t<j  rest  on.  These 
plii*ases,  of  represendng  and  resting,  seldom  convey  any  dis- 
tinct  or  well-defined  idea :  when  they  do,  their  meaning  is 
no  more  than  this — that  the  issuers  of  the  paper  must  have 
property,  either  of  their  own,  or  entrusted  to  them,  to  the 
value  of  all  the  notes  they  issue ;  though  for  what  pm*pose 
does  not  v^vj  clearly  appear ;  for  if  the  property  cannot  be 
claimed  in  exchange  for  the  notes,  it  is  difficult  tc*  divine  in 
what  manner  its  mere  existence  can  serve  to  uphold  their 
value.  I  presume,  however,  it  is  intended  as  a  guarantee 
that  the  holders  would  be  finally  reinil>ursed,  in  case  any 
untoward  event  sliould  cause  the  whole  conceni  to  be  wound 
up.  On  this  theory  there  have  been  many  schemes  for 
''  coining  the  whole  land  of  the  country  into  money  "  and 
the  like. 

In  so  far  as  this  notion  has  any  connexion  at  all  with 
reason,  it  seems  to  originate  in  confounding  two  entirely  dis- 
tinct evils,  to  which  a  paper  currency  is  liable.  One  is,  the 
insolvency  of  the  issuers ;  which,  if  the  paper  is  grounded 
on  their  credit — if  it  makes  any  promise  of  payment  in  cash, 
eitlier  on  demand  or  at  any  future  time — of  course  deprives 
the  paper  of  any  value  wliicli  it  derives  from  the  promise. 
To  this  evil  i>aper  credit  is  equally  ]ial>le,  liuwcver  mode- 
rately used  ;  and  against  it,  a  proviso  that  all  issues  should 
be  '*  founded  on  property,-'  as  for  instance  that  notes  should 
only  be  issued  on  the  security  of  some  valuable  thing  ex- 
pressly pledged  for  their  redemption,  would  really  be  effica- 
cious as  a  precaution.     But  the  theory  takes  no  account  of 


iother  e%41,  wliicli  is  incident  to  the  notc^  of  the  most 
solvent  firm,  company,  or  government ;  that  of  being  depre- 
ciated in  value  from  being  issued  in  excessive  f^uantity. 
The  a^ignats,  during  the  Fruncli  Eevulution,  were  «^n 
example  of  a  currency  grounded  on  these  principles.  The 
assign ats  "'  represented  '■  au  immeiise  amount  of  liighly 
valuable  property,  namely  the  lands  of  the  crown,  the 
ehurch,  the  monasteries,  and  the  emigrants ;  amounting 
possibly  to  half  the  territory  of  France.  They  were,  in 
fact,  orders  or  assignments  on  this  mass  of  h^nd.  The  revo- 
lutionary government  had  the  idea  of  ''  coining ''  these  hmda 
into  money  ;  but,  to  do  them  justice,  they  did  not  originally 
contemplate  the  immense  multiplication  of  issues  to  which 
they  were  eventually  driven  by  the  failure  of  all  other  finan- 
cial resom-ces.  Tliey  imagined  that  the  assignats  would  como 
rapidly  back  to  the  issuers  in  excliange  for  land,  and  that 
they  should  be  able  to  reissue  tliem  contimially  until  the 
lands  were  all  disposed  of,  without  having  at  any  time  more 
than  a  very  moderate  quantity  in  circulation.  Their  hope 
was  frustrated  :  the  land  did  not  sell  so  quickly  as  they  ex- 
pected ;  buyers  were  not  inclined  to  invest  their  money  in 
possessions  which  were  likely  to  be  resumed  without  com- 
pensation if  the  Eevolution  suctfiimbed :  the  bits  of  paper 
which  represented  land,  becoming  prodigiously  multiplied, 
could  no  more  keep  up  their  value  than  the  land  itself 
would  have  done  if  it  had  all  been  brought  to  market  at 
once  :  and  the  result  was  that  it  at  last  reqinrcd  an  assignat 
of  five  hundred  francs  to  pay  for  a  cup  of  coffee. 

The  example  of  the  ast^ignats  has  been  said  not  to  be 
conclusive,  because  an  assiguat  only  represented  land  iii 
general,  but  not  a  definite  quantity  of  land.  To  have  pre- 
vented their  depreciation,  the  proper  course,  it  is  affirmed, 
would  have  licen  to  have  made  a  valuation  of  all  the  confis- 
cated property  at  its  metallic  value,  and  to  have  issued  as- 
signats  up  to,  but  not  beyond,  that  limit ;  giving  to  the 
holders  a  right  to  demand  any  i>iece  of  land,  at  its  regis- 
tered   valuation,  in  exchange  for  assignats  to  l\i^  %sissi^ 


amount.  There  can  be  no  question  about  the  superiority  of 
tliis  plan  over  the  one  actually  adopted.  Had  this  course 
been  followed,  the  assignats  could  never  have  been  depreci- 
ated  to  the  inordinate  degree  they  were ;  for — as  they  would 
have  i-etained  all  their  purchasing  power  in  relation  to  land, 
however  much  they  might  have  fallen  in  re8j>ect  to  other 
things— befi^re  they  liad  lost  very  much  of  their  market 
value,  they  would  probably  liave  been  brought  in  to  be  ex- 
changed for  land.  It  must  be  remembered,  however,  tliat 
tlieir  not  being  depreciated  would  presuppose  that  no  greater 
number  of  them  continued  in  circulation  than  would  have 
circulated  if  they  had  been  convertible  into  cash.  However 
convenient,  therefore,  in  a  time  of  revolution,  this  currency 
convertible  into  land  on  demand  might  have  been,  as  a  con- 
trivance for  selling  rapidly  a  great  quantity  of  land  with  the 
least  possible  sacrifice ;  it  is  difficult  to  see  what  advantage 
it  would  have,  as  the  permanent  system  of  a  country,  over 
a  currency  convertible  into  coin  :  while  it  is  not  at  all  diffi- 
cult to  see  what  would  be  its  disadvantages  ;  since  land  is  far 
more  variable  in  value  than  gold  and  silver ;  and  besides, 
land,  to  most  persons,  being  rather  an  incumbrance  than  a 
desirable  possession,  except  to  be  converted  into  money, 
peo|)le  would  submit  to  a  much  ^eater  dejireciation  before 
demanding  land,  than  they  will  before  demanding  gold  or 
sil%"er.* 

^^F  §  4.     Another  of  the  fallacies  from  which  the  advocates 

■  of  an  inconvertible  currency  derive  support,  is  the  notion 
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Among  the  schemes  of  currency  to  which^  strange  to  saj,  iotelligeni 
writera  have  been  found  to  ^ve  their  sanction,  one  is  as  follows :  that  the  state 
should  receive  in  pledge  or  mortgage,  iiny  kind  or  amount  of  property,  svicb  a* 
land,  stock,  &c.,  and  should  advaoee  to  the  owners  inconvertible  paper  money 
to  the  estimated  value.  Such  a  currLncy  would  not  even  have  the  recorameDdi- 
tjona  of  the  imaginary  assignatft  supposed  in  the  text ;  since  those  into  whose 
handa  thti  notes  were  paid  by  the  persons  who  received  them,  could  not  return 
them  to  the  Govenmient,  and  demand  in  exchange  land  or  stock  which  waa  only 
pledged,  nof  alienated.  There  would  be  no  reflux  of  such  assigiiata  as  these^ 
jiod  tbvir  depf0l!k^ion  would  be  iudejhiitc. 
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lat  an  increase  of  the  currency  qiiickeiis  industry.  Tliis 
idea  was  set  afloat  !>}-  Hume,  in  his  Essay  ou  Money,  and 
has  had  man}-  devoted  adherents  since;  witness  the  Bir- 
mingham cnrreney  eehool,  of  whom  Mr.  Attwood  was  at 
one  time  tlie  most  conspicuous  representative.  Mr.  Att- 
wood maintained  that  a  rise  of  prices  produced  by  an  in- 
crease of  paper  cniTency,  etimulates  every  producer  to  his 
utmost  exertions,  and  brings  all  the  cajiital  and  labour  uf 
the  country  into  complete  employment ;  and  that  tliis  has 
invariably  hai)iieoed  in  all  periods  of  rising  prices,  when 
the  rise  was  on  a  sufliciently  great  scale.  I  presume,  how- 
ever, tbat  tbe  inducement  which,  according  to  Mr.  Attwood, 
excited  this  unusual  ardour  in  all  persons  engaged  in  pro- 
duction, must  have  been  the  expectation  of  getting  more  of 


commodities  generally,  more  real  wealth,  in 


exchange 


for 


the  produce  of  their  labour,  and  not  merely  more  pieces  of 
]}apcr.  This  expectati<:ai,  however,  must  Ivdve  been^  by  the 
very  terms  of  the  supposition,  disappointed,  since,  all  prices 
being  supposed  to  rise  equally,  no  one  was  really  better 
]>aid  for  his  g^Mxls  than  before.  Those  w^lio  agree  with  Mr. 
Attwood  could  only  succeed  in  winning  people  on  to  these 
unwonted  exertions,  by  a  prolongation  of  what  would  in 
fact  be  a  delusion  ;  contriving  matters  so,  that  by  a  progres- 
sive rise  of  money  prices,  every  producer  shall  always  seem 
to  be  in  the  very  act  of  ol>taining  an  increased  remuneration 
which  he  never,  in  reality,  does  obtain.  It  is  unnecessary 
to  advert  to  any  other  of  tbe  objections  to  this  plan,  than 
that  of  its  total  impracticability.  It  calculates  on  finding 
the  whole  world  persisting  for  ever  in  the  belief  that  more 
pieces  of  paper  are  more  riches,  and  never  discovering  tliat, 
with  all  their  i}aper,  they  cannot  buy  more  of  anything  tliau 
they  coidd  before.  No  such  mistake  was  made  during  any 
of  the  periods  of  high  prices,  on  the  expeiienee  of  which  this 
school  lays  so  nmch  stress.  At  the  periods  which  Mr.  Att- 
wood mistook  foi-  times  of  prosperity,  and  which  were  sim- 
ply (as  all  periods  of  liigh  prices,  under  a  convertible  cur- 
rency, must  be)  times  of  speculation,  the  fepec\iV^\oi:^  (5l\&  woN. 
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think  tliey  were  growing  ricli  heeaiiBe  the  high  prices 
would  last,  but  because  they  would  nut  last,  and  because 
wlioever  contrived  to  realize  while  they  did  last,  would  find 
himself,  after  the  recoil,  in  {iossession  of  a  greater  number 
of  pounds  sterling,  without  their  having  become  of  lees 
value.  If,  at  the  chDse  of  the  speculation,  an  issue  of  paper 
had  been  made,  sufficient  to  keep  prices  up*  to  the  point 
which  they  attained  %vhen  at  the  Inghest,  no  one  woiild  have 
been  more  disappointed  than  tlie  speculators ;  since  the  gain 
which  they  thought  to  have  reaped  by  realizing  in  time  (at 
the  expense  of  their  competitors,  who  bought  when  they 
Bohl,  and  had  to  sell  after  tlie  revulsion)  would  have  faded 
away  in  their  hands,  and  in  stead  of  it  they  would  Iiave  got 
nothing  except  a  few  more  paper  tickets  to  count  by. 

Hume's  version  of  the  doctrine  diftered  in  a  elight  de- 
gree from  Mr.  Attwood's.  He  tlnnjght  that  all  commodities 
\vould  not  rise  in  price  simultaneouBly,  and  that  some  per- 
sons tliercfore  would  obtain  a  real  gain,  by  getting  more 
money  for  what  they  had  to  sell,  while  the  things  wdiich 
they  wished  to  buy  might  not  yet  !iave  risen.  And  those 
wdio  would  reap  tliis  gain  would  always  be  (he  seems  to 
think)  the  first  comers.  It  seems  obvious,  however,  that 
for  every  person  who  thus  gains  more  than  usual,  there  is 
necessarily  some  other  person  who  gains  less.  The  loser,  if 
things  took  place  as  Hume  supposes,  would  be  the  seller  of 
the  commodities  wliich  are  slowest  to  rise;  who,  by  the  sup- 
position, parts  with  his  goods  at  the  old  prices,  to  purchasers 
who  have  lUready  benefited  by  the  new.  This  seller  has 
obtained  for  his  commodity  only  the  accustomed  quantity 
of  money,  while  there  are  already  some  things  of  which 
that  money  will  no  longer  purchase  as  much  as  before.  If, 
tlierefbre,  he  knows  what  is  going  on,  he  wnll  raise  Iiis  price, 
and  then  the  buyer  will  not  have  the  gain,  which  is  su].>- 
posed  to  stimulate  his  industry.  But  if,  on  the  contrary, 
the  seller  does  not  know  the  state  of  the  case,  and  only  dis- 
covers it  when  he  finds,  in  laying  his  money  out,  that  it 
does  not  go  so  far,  he  tlien  obtains  less  than  the  ordhiary 
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remuneration  for  hla,  labour  and  capital ;  and  if  the  other 
dealer's  industry  is  encouraged,  it  should  seem  that  his 
must,  tiom  the  opposite  cause,  be  impaired. 


§  5,  There  is  no  way  in  whieh  a  ^j^eneral  and  perma- 
nent rise  of  prices,  or  io  other  words,  depreciation  of  mouey, 
can  benefit  auybudj,  except  at  the  expense  of  soniel>ody 
else.  The  substitution  of  paper  for  metallic  currency  is  a 
national  gain  ;  any  fmther  increase  of  paper  beyond  this  is 
but  a  form  of  robbery. 

An  issue  of  notes  is  a  m.^tiifest  gain  to  tlie  issuers,  who, 
until  the  nutea  are  returned  for  payment,  obtain  the  use  of 
them  aa  if  they  were  a  real  capital ;  and  so  long  as  the  notes 
are  no  permanent  addition  to  the  currency,  but  merely  su- 
persede gold  or  silver  to  the  same  amount,  the  gain  of  the 
issuer  is  a  loss  to  no  one ;  it  is  obtained  by  saving  to  the 
community  the  expense  of  the  mure  costly  materiah  But 
if  there  is  no  gold  or  silver  to  be  superseded— if  the  notes 
are  added  to  t!ie  currency,  instead  of  being  substituted  for 
the  metallic  part  of  it — all  holders  of  currency  lose,  by  the 
depreciation  of  its  valncj  tlie  exact  equivalent  of  what  the 
issuer  gains.  A  tax  is  virtually  levied  on  them  for  his  ben- 
efit. It  will  be  objected  by  some,  that  gains  are  also  made 
by  the  producers  and  dealere  who,  by  means  of  the  in- 
creased issue,  are  accommodated  with  loans.  Theirs,  how- 
eyer,  is  not  an  additional  gain,  but  a  portion  of  that  which 
is  reaped  by  the  issuer  at  the  expense  of  all  possessors  of 
nioney.  The  profits  arising  from  the  contribution  levied 
upon  the  pubhc,  lie  does  not  keep  to  himself,  but  divides 
W'ith  his  customers. 

But  besides  the  benefit  reaped  by  the  issuers,  or  by 
others  through  them,  at  the  expense  of  the  public  generally, 
there  is  another  unjust  gain  obtained  by  a  larger  class, 
namely  by  those  who  are  under  fixed  pecuniary  obligations. 
All  such  persons  are  freed,  by  a  depreciation  of  the  curren- 
cy, from  a  portion  of  the  burthen  of  their  debts  or  other  en- 
gagements :  in  other  words,  part  of  the  ^roipexl^^  o^  X\i^\t 
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creditors  is  gratuitously  transferred  to  them.  On  a  super, 
fieial  view  it  may  be  imagined  that  this  is  an  advantage  to 
industry  ;  since  the  productive  classes  are  great  borrowers, 
and  generally  owe  larger  debts  to  the  unproductive  (if  we 
include  among  the  latter  all  persons  not  actually  in  busi- 
ness) than  the  unproductive  classes  owe  to  them  ;  especially 
if  the  national  debt  be  included.  It  is  only  thus  that  a  gen- 
eral rise  of  prices  can  be  a  source  of  benefit  to  producers 
and  dealers ;  by  diminishing  the  pressure  of  their  fixed  bur- 
thens. And  tliis  might  be  accounted  an  advantage,  if  in- 
tegrity and  good  faith  were  of  no  importance  to  the  world, 
and  to  industry  and  commerce  in  particular.  Not  many, 
however,  have  been  found  to  say  that  the  currency  ought  to 
be  depreciated  on  the  simple  ground  of  its  being  desirable 
to  rob  the  national  creditor  and  private  creditors  of  a  part 
of  what  is  in  their  bond.  The  schemes  which  have  tended 
that  way  have  almost  always  had  some  appearance  of  spe- 
cial and  circumstantial  justification,  such  as  the  necessity  of 
compensating  for  a  prior  injustice  committed  in  the  contrary 
direction. 

§  6.  Thus  in  England,  for  many  years  subsequent  to 
1819,  it  was  pertinaciously  contended,  that  a  large  portion 
of  the  national  debt,  and  a  nmltitude  of  private  debts  still 
in  existence,  were  contracted  between  1797  and  1819,  when 
the  Bank  of  England  was  exempted  from  giving  cash  for 
its  notes  ;  and  that  it  is  grossly  unjust  to  borrowers  (that  is, 
in  the  case  of  the  national  debt,  to  all  tax-payers)  that  they 
should  be  paying  interest  on  the  same  nominal  sums  in  a 
currency  of  full  value,  which  were  borrowed  in  a  depreciated 
one.  The  depreciation,  according  to  the  views  and  objects 
of  the  particular  writer,  was  represented  to  have  averaged 
thirty,  fifty,  or  even  more  than  fifty  per  cent :  and  the  con- 
clufiion  was,  that  either  we  ought  to  return  to  this  depreci- 
ated currency,  or  to  strike  off  from  the  national  debt,  and 
from  mortgages  or  other  private  debts  of  old  standing,  a 
percents^ge  corresponding  to  the  estimated  amount  of  the 
depreciation. 
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To  this  doctrine,  the  following  was  the  answer  usually 
made.  Graiitiiig  that,  by  retiiruiiitj  to  casli  payments  with- 
out lowering  the  standard,  an  injustice  was  done  to  debtors, 
in  holding  them  liable  for  the  same  atnoiint  of  a  currency 
enhanced  in  value,  which  they  had  borrowed  while  it  was 
depreciated ;  it  is  now  too  late  to  make  reparation  for  this 
injury.  The  debtors  and  creditors  of  tu-day  are  not  the 
debtors  and  creditors  of  1S19  :  the  lapse  ol*  years  has  entire- 
ly altered  the  pecuniary  relations  of  the  community  ;  and  it 
being  impossible  now  to  ascertain  the  particular  jtersons 
who  were  either  benefited  or  injured,  to  attempt  to  retrace 
our  steps  would  be  not  redressing  a  wrong,  but  superadding 
a  second  act  of  wide-spread  injustice  to  the  one  already 
committed.  This  argument  is  certainly  conclnsive  on  the 
practical  question ;  but  it  places  the  honest  conclusion  on 
too  narrow  and  too  low  a  ground.  It  concedes  that  the 
measure  of  1S19,  called  Peers  Bill,  by  w^liich  cash  payments 
were  resumed  at  the  original  standard  of  3^.  IT^.  lOM,,  was 
really  the  injnstice  it  was  said  to  be.  Tliis  is  an  admission 
wdiolly  opposed  to  tbe  tnitb.  Parliament  had  no  alterna- 
tive;  it  was  absohuely  bound  to  adhere  to  tlie  aelau>wb 
edged  standard ;  as  may  be  shown  on  three  distinct  grounds, 
two  of  fact,  and  one  of  principle, 

Tlie  reasons  of  fact  are  tliese.  In  the  first  place,  it  is  not 
true  that  the  debts,  private  or  public,  incurred  during  the 
Bank  restriction,  were  contracJ:ed  in  a  cuiTency  of  lower 
value  than  that  in  wliich  the  interest  is  now  paid.  It  is  in- 
deed true  tbat  the  suspension  of  tbe  obligation  to  pay  in 
specie,  did  put  it  in  the  power  of  the  Bank  to  depreciate  the 
currency.  It  is  true  also  that  the  Baidv  really  exercised 
that  power,  though  to  a  far  less  extent  than  is  often  pre- 
tender! ;  since  the  difference  between  the  market  price  of 
gold  and  tlie  mint  valuation,  during  the  greater  part  of  the 
interval,  was  very  trifling,  and  wlien  it  was  greatest,  during 
tlie  last  five  years  of  the  war,  did  not  nnn-li  exceed  thirty 
per  cent.  To  tbe  extent  of  that  d'ffercnce,  the  cnnency 
was  depreciated,  that  is,  its  value  was  l>elo^  V\\a!t  oH.  ^^ 
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Standard  to  wliieh  it  professed  to  adliere.  But  fbe  state  of 
Europe  at  tliat  time  was  such— there  was  so  uousnal  an 
absorption  of  the  precious  metalsj  by  hoarding,  and  in  tlie 
military  chests  of  the  vast  armies  wliieh  then  desolated  the 
ContiucDt,  that  the  vahie  of  the  standard  itself  was  very 
considerably  raised  :  and  the  best  authorities,  among  whom 
it  is  sufficient  to  name  Mr.  Tooke,  have,  after  an  elaborate 
investigation,  satisfied  themselves  that  the  difference  be- 
tween paper  and  bullion  was  not  greater  than  the  enhance- 
ment in  value  of  gold  itself,  and  that  the  paper^  tJiough  de- 
preciated relatively  to  the  then  value  of  gold,  did  not  sink 
below  the  ordinarj  value  at  other  times,  either  of  gold  or  of 
a  convertible  paper.  If  this  be  true  (and  the  evidences  of 
the  fact  are  eonehisively  stated  in  Mr.  Tooke's  History  of 
Prwes)  the  tbimdation  of  the  whole  ease  against  the  fund- 
holder  and  other  creditors  on  the  ground  of  depreciation  is 
subverted. 

But,  secondlyj  even  if  the  currency  had  really  been  low- 
ered in  value  at  each  period  of  the  Bank  restriction,  in  the 
same  degree  in  which  it  was  depreciated  in  relation  to  its 
standard,  we  most  remember  that  a  part  only  of  the  na- 
tional debt,  or  of  other  permanent  engagements,  was  in- 
curred during  the  Bank  restriction,  A  large  part  had  been 
contracted  before  1797;  a  still  larger  during  the  early 
years  of  the  restriction,  when  the  difference  between  paper 
and  gold  was  yet  small  To  tlic  Jiolders  of  the  fonner  part, 
an  injuiy  was  done,  by  paying  the  interest  for  twenty-two 
years  in  a  depreciated  currency :  those  of  the  second,  suf- 
fered an  injury  during  the  years  in  wliich  the  interest  was 
paid  in  a  currency  more  depreciated  than  that  in  which  the 
loans  were  contracted.  To  have  resumed  cash  payments  at 
a  lower  standard  would  have  been  to  perpetuate  the  injuiy 
to  these  two  classes  of  creditors,  in  order  to  avoid  giving  an 
undue  benefit  to  a  third  class,  who  had  lent  tlieir  money 
during  the  few  years  of  greatest  depreciation.  As  it  is,  there 
was  an  underpayment  to  one  set  of  persons,  and  an  ovcr|my- 
ment  to  another,     Tlie  late  Mr*  Musliet  took  the  trouble  to 
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make  an  ai*it]iinetical  comparison  between  the  two  amounts. 
He  ascertain ud  by  calculation j  that  if  an  account  bad  been 
made  out  in  1819,  of  what  the  fiindholders  bad  gained  and 
lost  by  the  variation  of  the  paper  currency  from  its  stand- 
ard, they  would  liave  been  found  as  a  body  to  have  been 
losers ;  so  that  it*  any  compensation  was  due  on  the  ground 
of  dejireeiationj  it  would  not  be  frmn  the  fundholders  col- 
lectively, but  to  them. 

Thus  it  is  with  the  facts  of  the  case.  But  these  reasons 
of  fact  are  not  the  strongest.  There  is  a  reason  of  prin- 
ciple, still  more  powerful.  Suppose  thatj  not  a  part  of  the 
debt  merely,  but  the  whole j  had  been  contracted  in  a  depre- 
ciated currency,  depreciated  not  only  in  comparison  with  its 
standard,  but  with  its  own  value  before  and  alter  ;  and  that 
we  were  now  paying  the  interest  of  this  debt  in  a  currency 
fifty  or  even  a  hundred  per  cent  more  valuable  than  that 
in  which  it  was  contracted.  What  difference  would  this 
make  in  the  obligation  of  paying  it,  if  the  condition  that  it 
should  be  so  paid  was  part  of  the  original  compact  ?  Now 
this  is  not  only  truth,  but  less  than  the  truth.  Tlie  compact 
stipulated  better  terms  for  the  fundholder  than  he  has  re- 
ceived. During  the  whole  continuance  of  the  Bank  restric- 
tiouj  there  was  a  parliamentary  pledge,  Ijy  which  the  legisla- 
ture was  as  nuicli  bomid  as  any  legislature  is  capable  of 
binding  itself,  that  cash  payments  should  be  resumed  on  the 
original  footing,  at  farthest  in  six  months  after  the  conclu- 
Bion  of  a  general  peace.  This  was  therefore  an  actual  con- 
dition of  every  loan  ;  and  the  terms  of  the  loan  were  more 
favourable  in  consideration  of  it.  Without  some  smcli  stipu- 
lation, the  Government  could  not  have  expected  to  borrow 
imless  on  the  terms  on  which  loans  are  made  to  the  native 
princes  of  India,  If  it  had  been  undei^stood  and  avowed 
that,  after  borrowing  the  money,  the  standard  at  which  it 
was  computed  might  be  pennanently  lowered,  to  any  extent 
which  to  the  *'  collective  wisdom  "  of  a  legislature  of  bor- 
rowers might  seem  fit— who  can  say  what  rate  of  interest 
would  have  been  a  sufficient  inducement  to  ^eT^owe*  ^  ^qvs^- 
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mon  sense  to  risk  their  savings  in  such  an  adventure  ?  How- 
ever much  the  fundholders  had  gained  by  the  resumption 
of  cash  payments,  the  terms  of  the  contract  insured  their 
giving  ample  value  for  it.  They  gave  value  for  more  than 
they  received ;  since  cash  payments  were  not  resumed  in 
six  months,  but  in  as  many  years,  after  the  peace.  So  that 
waiving  all  our  arguments  except  the  last,  and  conceding  all 
the  facts  asserted  on  the  other  side  of  the  question,  the  fund- 
holders,  instead  of  being  unduly  benefited,  are  the  injured 
party ;  and  would  have  a  claim  of  compensation,  if  such 
claims  were  not  very  properly  barred  by  the  impossibility 
of  adjudication,  and  by  the  salutary  general  maxim  of  law 
and  policy  "  quod  interest  reipublicsB  ut  sit  finis  litium." 
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CHAPTER  XIV, 
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§  1.  After  the  elementary  exposition  of  the  theory  of 
money  contained  in  the  last  few  chapters,  we  shall  return  to 
a  qoestion  in  the  general  theory  of  Value,  whieh  could  not 
be  satisfactorily  discussed  until  the  nature  and  operations 
of  Money  were  in  some  measure  understood,  bt^canse  tlie 
errors  against  which  we  have  to  contend  mainly  originate 
in  a  misunderstanding  of  those  operations. 

"We  have  seen  that  the  value  of  everything  gravitates 
towards  a  certain  medium  point  (wliich  has  been  called  the 
Natural  Value),  namely,  that  at  which  it  exchanges  for 
every  other  thing  in  the  ratio  of  their  cost  of  production. 
We  have  seen,  too,  that  the  actual  or  market  value  coin- 
cides, or  nearly  so,  with  the  natural  value,  only  on  an  ave- 
rage of  years ;  and  is  continually  either  rising  ahuve,  or 
falling  below  it,  from  alterations  in  tlie  demand,  or  casual 
fluctuations  in  the  supply  :  but  that  these  variatioUvS  correct 
themselves,  through  the  tendency  of  the  supply  to  accom- 
modate itself  to  the  demand  wliich  exists  for  the  commodity 
at  its  natural  value.  A  general  convergence  thus  resultB 
from  the  balance  of  op|>09ite  divergences.  Dearth,  or  scarci- 
ty, on  the  one  hand,  and  over-supply,  or,  in  mercantile  lan- 
guagCj  glut,  on  the  otiier,  are  incident  to  all  comnmdities. 
In  the  first  case,  the  commodity  affords  to  the  ])rodncers  or 
sellers,  wdiile  the  deficiency  lasts,  an  unusually  high  rate  of 
profit ;  in  the  second,  the  supply  being  in  excess  of  that  tor 
which  a  demand  exists  at  such  a  vahie  as  will  affcitd  iW 
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ordinary  profit,  the  sellers  must  be  conteut  with  less,  and 
must,  in  extreme  eases,  submit  to  a  loss. 

Because  this  phenomenon  of  over-supply,  and  consequent 
inconvenience  or  loss  to  the  producer  or  dealer^  may  exist  in 
the  case  of  any  one  commodity  whatever,  many  persons,  io- 
chiding  some  distinguished  p^3litieal  economists,  have  thought 
that  it  may  exist  with  regani  to  all  comniodities ;  that  there 
may  be  a  general  over-production  of  wealth  ;  a  supply  of 
conmiodities  in  the  aggregate,  surpassing  the  demand  ;  and 
a  consequent  dei>ressecl  condition  of  all  classes  of  producers. 
Against  this  doctrine,  of  which  Mr,  Malthns  and  Dr.  Chal- 
mers in  this  country,  and  M.  de  Sismondi  on  the  Continent, 
were  the  chief  apostles,  I  have  already  contended  in  the 
First  Book;*  but  it  was  not  possible,  in  that  stage  of  our 
inquiry,  to  enter  into  a  complete  examination  of  an  error 
(as  I  conceive)  essentially  grounded  on  a  misunderstanding 
of  the  phenomena  of  Vahie  and  Price. 

The  doctrine  appears  to  me  to  involve  so  much  ineon* 
Bisteucy  in  its  very  conception,  that  I  feel  considerable  diffi- 
culty in  giving  any  statement  of  it  which  shall  be  at  once 
clear,  and  satistactory  to  its  supporters.  They  agree  in  main- 
taining that  there  may  be,  and  sometimes  is,  an  excess  of 
productions  in  general  beyond  the  demand  tor  them  ;  that 
when  this  happens,  purchasers  cannot  be  found  at  pnces 
which  will  repay  the  cost  of  production  witli  a  profit;  that 
there  ensues  a  general  depression  of  prices  or  values  (they 
are  seldom  accurate  in  discriminating  between  the  two), 
BO  that  producers,  the  more  they  produce,  find  them- 
flelves  the  poorer,  instead  of  richer;  and  Dr,  Cliahners  ac* 
cordingly  inculcates  on  eajiitalists  the  practice  of  a  moral 
restraint  in  reference  to  the  pursuit  of  gain ;  while  Sismondi 
deprecates  machinery,  and  the  various  inventions  which  in- 
crease productive  power.  They  both  maintain  that  accumu- 
lation of  capital  may  proceed  too  fast,  not  inerely  for  the 
moral,  but  for  the  material  interest  of  those  who  produce 
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and  accumulate ;  and  they  enjoin  the  ricli  to  guard  against 
tills  evil  by  an  ample  unproductive  consumption. 

§  2.  "When  these  writers  speak  of  the  supply  of  com* 
modi  ties  as  outrunning  tlie  demand,  it  is  uot  clear  which  of 
the  two  elements  of  demand  they  have  in  view — ^tlie  desire 
to  possess,  or  tiie  means  of  purchase  ;  whether  their  mean- 
ing is  that  there  are,  in  such  caaeSj  more  consmuahle  prod- 
ucts in  existence  than  the  public  desires  to  consume,  or 
merely  more  than  it  is  able  to  pay  for.  In  this  uncertainty, 
it  is  necessary  to  examine  both  suppositions,  - 

First,  let  us  suppose  that  the  quantity  of  commodities 
produced  is  not  greater  than  the  community  would  be  glad 
to  consume :  is  it,  in  that  case,  possible  that  there  should 
be  a  deficiency  of  demand  for  all  commodities,  for  want  of 
hijke  means  of  payment?  Those  who  think  so  cannot  have 
^considered  what  it  is  which  constitutes  the  means  of  pay- 
I  ment  for  commodities.  It  is  simply,  commodities.  Each 
'  person's  means  of  paying  for  the  productions  of  other  peo- 
ple consists  of  those  which  he  himself  possesses.  All  sellei-s 
are  inevitably  and  ex  vi  termini  buyers.  Could  we  sudden- 
ly double  the  productive  powei^  of  the  country,  we  should 
double  the  supply  of  commodities  in  every  market ;  but  we 
should,  by  the  same  stroke,  double  the  pnrchsisiug  power. 
Everybody  would  bring  a  double  demand  as  well  as  sup- 
ply :  everybody  would  be  able  to  buy  twice  as  nnich,  be- 
cause every  one  would  have  twice  as  much  to  offer  in  ex- 
change. It  is  probable,  indeed,  that  there  would  now  be  a 
snperfluity  of  certain  things.  Although  the  community 
would  willingly  double  its  aggregate  consumption^  it  may 
already  have  as  much  as  it  desires  of  some  commodities, 
and  it  may  prefer  to  do  more  than  double  its  consumption 
of  others,  or  to  exercise  its  increased  purchasing  power  on 
Borae  new  thing.  If  so,  the  supply  will  adapt  itself  accord- 
ingly, and  the  values  of  things  will  continue  to  confonu  to 
their  cost  of  production.  At  any  rate,  it  is  a  sheer  absurdity 
that  all  things  should  fall  in  value,  and  that  all  ^To&a^^T% 


108 


BOOK  III.      CHAPTER  XIY.     §3. 


should,  ill  coiisequeiieej  be  insufflciently  remunerated,  li' 
values  reiuam  tlie  same,  what  becomes  of  prices  is  immate* 
rial,  since  the  remuneration  of  producers  does  not  depend 
on  how  much  niouey,  but  on  how  much  of  eonsumable  arti- 
cles, they  obtam  for  their  goods.  Besides,  money  is  a  com- 
modity ;  and  if  all  commodities  are  supposed  to  be  doubled 
in  quantity,  we  must  suppose  money  to  be  doubled  too,  and 
theu  prices  would  no  more  fall  than  values  would. 
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§  3,  A  general  over-supply,  or  excess  of  all  commod- 
ities above  the  demand,  so  tar  as  demand  contiists  in  means 
of  payment,  is  thus  shown  to  be  au  impotssibility.  But  it 
may  perhaps  be  supposed  that  it  is  not  the  ability  to  pur- 
chase, but  the  desire  to  possess,  that  tklls  sliort,  and  that  the 
general  produce  of  industry  may  be  greater  than  the  com-  I 
mnnity  desires  to  consume — the  part,  at  least,  of  the  com- 
munity whicli  ]iaa  an  eqiiivaleut  to  give.  It  is  evideut 
enough,  that  produce  makes  a  market  for  produce,  and  that 
there  is  wealth  in  the  country  with  which  to  purchase  all 
the  wealth  in  the  country  ;  but  those  who  have  the  moans, 
may  not  have  the  wants,  and  those  who  have  the  wants  may 
be  without  the  means.  A  portion,  therefore,  of  the  com-  M 
modities  produced  may  be  unable  to  find  a  market,  from 
the  absence  of  means  in  those  who  have  the  desire  to 
consume,  and  the  want  of  desire  in  those  who  have  the 
means. 

Tins  is  much  the  most  plausible  form  of  the  doctrine, 
and  does  not,  like  that  which  we  first  examined,  involve  a 
contradiction.  Tliere  may  easily  be  a  greater  quantity  of 
any  particular  commodity  than  is  desired  by  those  who 
have  the  abdity  to  purchase,  aud  it  is  abstractedly  conceiv- 
able that  this  might  be  tlie  case  with  all  commodities.  The 
error  is  in  not  perceiving  that  though  all  who  have  an  _ 
equivalent  to  give,  might  be  fully  provided  with  every  con-  I 
Burnable  article  which  they  desire,  the  fact  that  they  go  on 
adding  to  the  production  proves  that  tliis  is  not  actuaVy  the 
tme.     Assume  the  most  favourable  hypothesis  for  the 
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pose,  tliat  of  a  limited  eoinmnnitj,  every  member  of  whieli 
possesses  as  mueb  of  iiece^^ariLS  and  of  all  kiiuwo  liaxories 
as  he  desires :  and  since  it  is  not  conceivable  that  persons 
whose  wants  were  conipletely  satisfied  would  labour  and 
econoniize  to  obtain  what  they  did  not  dcsiire,  sup]iose  that 
a  foreigiier  arrives^  and  produces  an  additional  quantity  of 
sometbing  of  wbieh  tliere  was  alrertdy  eiionirb.  Here,  it 
will  be  said,  is  over-production  :  true,  I  reply ;  over-prudiic- 
tion  of  that  particular  article :  tbe  conmnuiity  waiiteil  no 
more  of  that,  but  it  waiited  something.  The  old  inhabit- 
ants, indeed,  wanted  notliing ;  but  did  not  the  foreigner  hini- 
self  w  ant  something  ?  Wlien  be  produced  the  Bupei^fluons 
article,  was  he  lal)ouring  without  a  motive  ?  He  has  pro- 
ducedj  but  the  wrong  thing  instead  of  the  right,  lie  want- 
ed, perhaps,  food,  and  has  produced  watches,  with  which 
everybody  was  sufficiently  supplied.  The  new  coiner 
brought  with  liim  into  tlie  country  a  demand  for  commod- 
ities, equal  to  all  that  he  could  produce  by  his  industryj  and 
it  was  his  business  to  see  that  the  supply  he  brought  should 
be  suitable  to  that  demand.  If  he  e:uld  not  produce  some- 
thin  ir  capable  of  exciting  a  new  want  or  desire  in  the  com- 
munity,  f  )r  the  sati?faf"ti<m  of  which  Fome  one  would  grow 
mure  food  and  give  it  to  him  in  exchange,  be  had  the  alter- 
native of  growing  food  for  himself;  either  on  fresh  land,  if 
there  was  any  unoccupied,  or  as  a  tenant,  or  partner,  or 
servant,  of  some  former  occupier,  willing  to  be  partially  re- 
lieved from  labour.  He  has  produced  a  thing  not  wanted, 
instead  of  w^liat  was  wanted ;  and  he  himself,  i>erhaps,  is 
not  tbe  kind  of  producer  who  is  wanted ;  but  there  is  no 
over-production  ;  production  is  not  excessive,  but  merely  ill 
assorted.  We  saw  before,  that  whoever  brings  additional 
commodities  to  the  market,  brings  an  additional  power  of 
purel'ase  ;  w^e  now  see  that  be  brings  also  an  additional  de- 
_   aire  to  consume  ;  since  if  he  liad  not  that  desire,  lie  would 

■  not  have  troubled  himself  to  produce.     Neither  of  the  ele- 

■  merits  of  demand,  therefore^  can  be  wanting,  when  there  i? 
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the  demand  maj  be  for  one  thingj  and  the  supply  may  un- 
fortunately consist  of  anotlier, 

Diiven  to  his  last  retreat,  an  opponent  may  perhaps  al- 
lege, tliat  there  are  persons  who  produce  and  accumulate 
from  mere  liabit  ;  not  because  they  have  any  object  in 
growing  richer,  or  desire  to  add  in  any  respect  to  their  con-  M 
sumption,  but  from  v/'s  inertim.  They  continue  producing 
because  the  machine  is  ready  mountedj  and  save  and  re-in- 
vest their  savings  because  they  have  nothing  on  which 
they  care  to  expend  tliem.  I  grant  that  this  is  possible, 
and  in  some  few  instances  pi^obably  happens  j  but  these  do 
not  in  the  slightest  degree  affect  our  conclusion.  For,  what 
do  these  persons  do  with  their  savings  ?  Tliey  invest  thein 
productively ;  that  is,  expend  them  in  employing  labour. 
In  other  words,  having  a  purchasing  power  belonging  to 
them,  more  than  they  know  what  to  do  with,  they  make 
over  the  surplus  of  it  for  the  general  benefit  of  the  labouring  - 
class,  Now,  will  that  class  also  not  know  what  to  do  with  \ 
ft !  Are  we  to  suppose  that  they  too  have  their  wants  per- 
fectly  satisfied,  and  go  on  labouring  from  mere  habit  1  Un- 
til this  is  the  case,  until  the  working  classes  have  also 
reached  the  point  of  satiety — thei-e  will  be  no  want  of  de-  1 
mand  for  the  produce  of  capital,  however  rapidly  it  may  ac- 
cumulate  :  since,  if  there  is  nothing  else  for  it  to  do,  it  cau 
always  find  employment  in  producing  the  necessaries  or  lux-  ■ 
iiries  of  the  labouring  class.  And  wlien  they  too  had  no 
further  desire  for  necessaries  and  hixurieSj  they  would  take 
the  benefit  of  any  further  increase  of  wages  by  diminishing 
their  work ;  so  that  the  over-production  which  then  for  the 
first  time  would  be  possible  in  idea,  could  not  even  then  fake 
place  in  fact,  for  want  of  labourers.  Thus,  in  whatever  I 
manner  the  question  is  looked  at,  even  though  we  go  to  the 
extreme  verge  of  possibility  to  invent  a  supposition  favour- 
able to  itj  the  theory  of  general  over-production  implies  an 
absurdity. 


§  4,     What  tlien  is  it  by  wliich  men  who  have  reflected 
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mucli  on  economical  plienomena,  and  have  even  contributed 
to  throw  new  light  upon  them  by  original  speculations, 
have  been  led  to  embrace  so  irrational  a  doctrine  ?  I  con- 
ceive them  to  have  been  deceived  by  a  mistaken  interpreta- 
tion  of  certain  mercantile  facts.  They  iniugined  that  tlie 
possibility  of  a  general  over-supply  of  cunimodities  was 
proved  by  experience.  They  believed  that  they  saw  tlxis 
phenomenon  in  certain  conditions  of  the  marketSj  the  true 
explanation  of  which  is  totally  diflerent. 

I  have  already  described  tlxe  state  of  the  markets  for 
commodities  which  accompanies  what  is  termed  a  commer- 
cial crisis.  At  such  times  there  is  really  an  excess  of  all 
commodities  above  the  money  demand :  in  other  words^ 
there  is  an  under-snpply  of  money.  From  the  sudden  anni- 
hilation of  a  great  mass  of  credit,  every  one  dislikes  to  part 
witli  ready  money,  and  many  are  anxious  to  procure  it  at 
any  sacrifice.  Almost  everybody  tlierefore  is  a  seller,  and 
there  are  scarcely  any  buyers  :  .so  that  there  may  really  be, 
though  only  while  the  crisis  lasts,  an  extreme  depression  of 
general  prices,  from  what  may  be  indiscriminately  called  a 
glut  of  commoditicB  or  a  dearth  of  money.  But  it  is  a  great 
error  to  suppose,  with  Sismondi,  that  a  commercial  crisis  is 
the  effect  of  a  general  excess  of  production.  It  is  simply 
the  consequence  of  au  excess  of  speculative  purchases.  It  is 
not  a  gradual  advent  of  low  prices,  but  a  sudden  recoil  from 
prices  extravagantly  high :  its  immediate  cause  is  a  contrac- 
tion of  credit,  and  the  remedy  is,  not  a  diminution  of  sup- 
ply, but  the  restoration  of  confidence.  It  is  also  evident 
that  this  temporary  derangement  of  markets  is  an  evil  only 
because  it  is  ternpoi-ary.  Tlie  fall  being  solely  of  money 
prices,  if  prices  did  not  rise  again  no  dealer  would  lose, 
since  the  smaller  price  would  be  worth  as  much  to  him  as 
the  larger  price  was  before.  In  no  matter  does  this  pTie- 
nomenon  answer  to  the  description  which  these  celebrated 
economists  have  given  of  the  evil  of  over-production.  That 
permanent  decline  in  the  circumstances  of  producers,  for 
want  of  markets,  whieli  those  writers  conteiu^jlat^^  \a  ^  oj^xi- 
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ception  to  wliieli  tlit3  nature  of  a  comniercial  crisis  gives  no 
Biiitpurt. 

Tlie  other  phenomenon  from  which  the  notion  of  a  gen- 
eral excess  of  wealth  and  snperfloity  of  accuinnlation  seems 
to  derive  countenance,  is  one  of  a  more  perniauent  nature, 
namely^  the  fall  of  protits  and  interest  which  naturally  takes 
place  with  the  ])rofi:ress  of  jiopulation  and  production.  The 
cause  of  this  decline  of  prulit  is  the  iuereased  cost  of  main 
taining  labour,  which  results  from  an  increase  of  population 
and  of  tlie  demand  for  food,  outstripping  the  advance  of 
agricnltural  improvement.  Tliis  im|>ortaot  feature  in  the 
ecouoinical  progress  of  nations  will  receive  full  considera- 
tion and  discussion  in  the  Bucceeding  Book.*  It  is  ohvious- 
ly  a  totally  different  thijig  fi'om  a  want  of  market  for  eoui- 
modities,  tliough  often  confoniulcd  witli  it  in  the  complaints 
of  the  produeing  and  trading  classes.  The  true  interpretii- 
tion  of  the  modern  or  present  state  of  iudnstrial  economy,  is, 
that  there  is  hardly  any  amount  of  business  which  may  not 
be  donCj  if  people  will  he  content  to  do  it  on  small  profits  ; 
and  this,  all  active  and  intelligent  persons  in  business  per- 
fectly well  know ;  but  even  those  who  comply  with  the  neces- 
sities of  their  time^  gnimble  at  what  they  comply  v\?ith,  and 
wish  that  there  were  less  capital,  or,  as  they  express  it,  less 
competition,  in  order  that  there  might  be  greater  profits. 
Low  profits,  however,  are  a  different  thing  from  deficiency 
of  demand  ;  and  the  prodnction  and  aecumulation  which 
merely  n-duce  profits,  cannot  be  called  excess  of  &up]>ly  or 
of  production.  What  the  phenomenon  really  is,  and  its 
effects  and  neciessary  limits,  will  be  seen  when  we  treat  oi 
that  express  subject- 

I  know  not  uf  any  economical  facta,  except  the  two  1 
have  specified,  wdiich  can  have  given  occasion  to  the  opin- 
ion that  a  general  over-]iro  duct  ion  of  commodities  ever  pre- 
sented itself  in  actual  experience.  I  am  c(jnvinced  that 
there  is  no  fact  in  commercial  affairs,  winch,  in  order  to  its 
explanation,  stands  in  need  of  thnt  chimerical  supposition. 

*  Infni,  book  iv,  cUap.  iv. 
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The  point  is  fundamental ;  any  difference  of  opinion  on 
it  involves  radically  different  conceptions  of  Political  Econ- 
omy, esi>ecia!ly  in  its  practical  aspect.  On  the  one  \new, 
we  have  only  to  consider  how  a  sufficient  prodnction  may 
be  combined  with  the  best  possible  distribntion,  but  on  the 
other  there  is  a  third  thing  to  be  considered — ^how  a  market 
can  be  created  for  produce^  or  how  prodnction  can  be  lim- 
ited to  the  capaljilitics  of  the  market.  Besides,  a  tlieory  so 
essentially  self-contradictory  cannot  intnide  itself  without 
carrying  confusion  into  tlie  very  heart  of  the  subject,  and 
making  it  hupo&sible  even  to  conceive  with  any  disthictnesa 
many  of  the  more  complicated  economical  workings  of  so- 
ciety. This  error  has  been,  I  conceive,  fatal  to  the  systems, 
as  systems,  of  the  tlirec  distinguished  economists  to  whom  I 
before  referred,  Malthus,  Cbahners,  and  Sismondi ;  all  of 
whom  have  admirably  conceived  and  explained  several  of 
the  elementary  theorems  of  pohtical  economy,  but  this  fatal 
misconception  has  spread  itself  like  a  veil  between  them 
and  the  more  dijffleult  portions  of  tlie  subject,  not  suffering 
one  ray  of  light  to  penetrate.  Still  more  is  the  same  con- 
fused idea  constantly  crossing  and  bewildei-ing  the  specula- 
tions of  minds  inferior  to  theirs.  It  is  but  justice  to  two 
eminent  names,  to  call  attention  to  the  factj  that  the  merit 
of  having  placed  this  most  important  point  in  its  true  light, 
belongs  principally,  on  the  Continent,  to  the  judicious  J.  B. 
Say,  and  in  this  country  to  Mr,  Mill ;  who  (besides  the  con- 
clusive exposition  which  he  gave  of  the  subject  in  his  Ele- 
ments of  Political  Economy)  had  set  forth  the  correct  doc- 
trine with  great  force  and  clearness  in  an  early  pamphlet, 
called  forth  by  a  temporary  controversyj  and  entitled, 
"  Commerce  Defended  ; "  the  first  of  his  writings  which  at- 
tained any  celebrity,  and  which  he  prized  more  as  having 
been  his  first  introduction  to  the  friendship  of  David  Ricar- 
do  the  most  valued  and  most  intimate  friendship  of  his  life. 


CHAPTEB  XY. 


OF  A  MEASURE  OF  TALUE. 


§  1.  There  has  been  much  discussion  among  political 
economists  respectiog  a  Measure  of  Value.  An  importance 
has  been  attached  to  the  subject,  greater  than  it  deserved, 
aud  what  has  been  written  respecting  it  lias  contributed  not  M 
a  little  to  the  reproach  of  logomachy,  which  is  brought,  ' 
with  much  exaggeration  but  not  altogether  without  ground, 
against  the  speculations  of  political  economists.  It  is  neces- 
sary however  to  touch  upon  the  subject,  if  only  to  show  how 
little  there  is  to  be  said  on  it. 

A  Measure  of  Value,  in  the  ordinaiy  sense  of  the  word 
measure,  would  mean,  soracthingj  by  comparison  with  w^hich 
we  may  ascertain  what  is  the  value  of  any  other  thing. 
When  we  consider  fartherj  that  value  itself  is  relative, 
tmd  that  two  things  are  necessary  to  constitute  it,  indepen- 
dently of  the  third  thing  which  is  to  measure  it ;  we  may 
define  a  Measure  of  Value  to  l)e  Bomething,  by  comparing 
witli  which  any  two  other  things,  we  may  infer  their  value 
in  relation  to  one  another. 

In  this  sense,  any  commodity  will  serve  as  a  measure  of 
value  at  a  given  time  and  place  ;  since  we  can  always  infer 
the  proportion  in  which  thhigs  exchange  for  one  another, 
when  we  know  the  proportion  in  which  each  exchanges  for 
any  tlurd  thing.  To  serve  as  a  convenient  measure  of  value 
is  one  of  the  functions  of  the  commodity  selected  as  a  me- 
dium of  exchange.  It  is  in  that  commodity  that  the  values 
of  all  other  things  are  habitually  estimated.     We  say  that 
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one  thing  is  worth  2/,,  another  3^, ;  and  it  is  then  known 
without  express  stateinent,  that  one  is  worth  two-thirds  of 
the  other,  or  that  the  things  excliange  for  one  another  in 
the  proportion  of  2  to  3.  Money  is  a  complete  measure  of 
their  vahie* 

But  the  desideratum  eought  by  political  economists  is 
not  a  measure  of  the  value  of  things  at  the  same  time  and 
place,  but  a  measure  of  the  value  of  the  same  thing  at  dif- 
ferent times  and  places;  something  by  comparison  with 
which  it  may  be  known  whether  any  given  thing  is  of 
greater  or  lem  value  now  than  a  eentuij  agijj  or  in  this 
countiy  than  in  Anicrica  or  China.  And  for  this  also,  money, 
or  any  otiier  commodity,  will  serve  quite  as  well  as  at  the 
same  time  and  placCj  provided  we  can  obtain  the  same 
data ;  provided  we  are  able  to  compare  with  the  measure 
not  one  commodity  unlyj  but  the  two  or  more  whicli  are 
necessary  to  the  idea  of  value.  If  wheat  is  now  405.  the 
quarter,  and  a  fat  sheep  the  same,  and  if  in  the  time  of 
Henry  the  Second  wheat  was  20*.,  and  a  sheep  10^.,  we 
know  that  a  quarter  of  wheat  was  then  worth  two  slieep^ 
and  is  now  only  wortli  one,  and  that  the  value  therefore  of 
a  sheep,  estimated  in  wheat,  is  twice  as  great  as  it  was  then ; 
quite  independently  of  tlie  value  of  money  at  the  two  peri- 
ods, either  in  relation  to  those  two  articles  (in  respect  to  both 
of  which  we  suppose  it  to  liave  fallen),  or  to  other  commod- 
ities, in  respect  to  which  we  need  not  make  any  supposition. 

What  seems  to  be  desired,  however,  by  writers  on  the 
Biibject,  is  some  means  of  ascertaining  the  value  of  a  com- 
modity by  merely  comparing  it  with  the  measure,  without 
referring  it  specially  to  any  other  given  commodity.  They 
would  wish  to  be  able,  from  the  mere  fact  that  wheat  is 
now  40*.  the  quarter,  and  was  formerly  20.«?.,  to  decide 
whether  wheat  has  varied  in  its  value,  and  in  what  degree, 
without  selecting  a  second  commodity,  such  as  a  sheep,  to 
compare  it  with  ;  because  they  are  not  desirous  of  knowing 
]n}\v  much  wheat  has  varied  in  value  relatively  to  sheeY>, 
but  how  much  it  has  varied  relatively  to  t\\\\\t^?.  m  ^viwstA, 
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Tlie  first  obstacle  arises  from  the  necessary  indefiniteness 
of  the  idea  of  general  exchange  vaUie— value  in  relation  not 
to  some  one  commodity,  but  to  commodities  at  large.  Even 
if  we  knew  exactly  how  rauch  a  quarter  of  wheat  would 
have  purchased  at  the  earlier  period,  of  eveiy  marketable 
ai^ticle  considered  separatelyj  and  that  it  will  now  purchase 
moi^e  of  some  things  and  less  of  otUei's,  we  should  often 
ill  id  it  impossible  to  say  whether  it  had  risen  or  fallen  in 
relation  to  tbiugs  in  general*  How  much  more  impossible 
when  we  only  knuw  huw  it  has  varied  in  relation  to  the 
measure.  To  enable  the  money  pi-ice  of  a  tiling  at  two  dif- 
ferent periods  to  measure  the  quantity  of  things  in  general 
which  it  will  exchange  for,  the  same  sum  of  money  must 
correspond  at  both  periods  to  the  same  quantity  of  things  in 
general,  that  is,  money  must  always  have  the  sauie  eschsmge 
value,  the  same  general  purchasing  power.  NoWj  not  only 
is  this  not  true  of  money,  or  of  any  other  commodity,  but 
we  cannot  even  suppose  any  state  of  circumstances  in  which 
it  would  be  true. 

§  2-  A  measure  of  exehauge  value,  therefore,  being 
impossible,  writers  have  formed  a  notion  of  something, 
under  the  name  of  a  measure  of  value,  which  would  be 
more  properly  termed  a  measure  of  cost  of  production. 
They  have  imagined  a  commodity  invariably  produced  by 
the  same  quantity  of  labour;  to  which  sui>position  it  is 
necessary  to  add,  that  the  fixed  capital  employed  in  the  pro- 
duction must  bear  always  the  same  proportion  to  the  wages 
of  the  immediate  labour,  and  must  be  always  of  the  same 
durability  :  in  short,  the  same  capital  must  be  advanced  tor 
the  same  length  of  time,  so  that  the  element  of  value  which 
consists  of  profits,  as  well  as  that  which  consists  of  wages, 
may  be  unchangeable.  We  should  then  have  a  counnodity 
always  produced  under  one  and  the  same  combination  of  all 
the  circumstances  which  afl^ect  permanent  value.  Such  a 
commodity  will  l)e  l>y  no  means  constant  in  its  exchange 
value;  for  (even  without  reckoning  the  temporary  fluctua 


I 

1 


I 


MEASURE   OF   VALUE. 


117 


tions  arising  from  supply  and  demand)  its  exchange  value 
would  be  altered  by  every  cliange  in  tbe  cireurnstajiceB  of 
production  of  tbe  things  against  which  it  was  exchanged. 
But  if  there  existed  such  a  coumiodity,  we  should  derive 
this  advantage  from  it,  that  whenever  any  other  thing 
varied  pennanently  in  relation  to  it,  we  should  know  that 
the  cause  of  variation  was  nut  in  it,  but  in  the  other  thing. 
It  would  thus  be  fitted  to  serve  as  a  measure,  not  indeed  of 
the  value  of  other  things,  but  of  their  cost  of  production. 
If  a  commodity  accpiired  a  greater  permanent  pui'cliasing 
power  in  relation  to  the  invariable  commodity,  its  cust  of 
production  ranst  have  become  greater;  and  in  the  conti'ary 
ease,  less.  This  measure  of  cost,  is  what  political  economists 
have  generally  meant  by  a  measure  of  value. 

But  a  measure  of  cost,  though  perfectly  conceivable,  can 
no  more  exist  in  fact,  than  a  measure  of  exchange  value- 
There  is  no  comnuidity  which  is  invariable  in  its  cost  of 
production.  Gold  and  silver  are  the  least  variable,  but 
even  these  are  liable  to  changes  in  their  cost  of  production^ 
from  the  exhaustion  of  old  sources  of  supply,  the  discovery 
of  new,  and  improvements  in  the  mode  of  working.  If  we 
attempt  to  ascertain  the  changes  in  the  cost  of  production 
of  any  commodity  from  the  changes  in  its  money  price,  the 
conclusion  will  require  to  be  corrected  by  the  best  allow- 
ance we  can  make  for  the  intermediate  changes  in  the  cost 
of  the  production  of  money  itself. 

Adam  Smith  fancied  that  tberc  were  two  commodities 
peculiarly  fitted  to  serve  as  a  measure  of  value  :  corn,  and 
labour.  Of  com,  he  said  that  although  its  value  fluctuates 
nmch  from  year  to  year,  it  does  not  vary  greatly  from  cen- 
tury to  century.  This  we  now  know  to  be  an  error  ;  corn 
tends  to  rise  in  cost  of  production  with  every  increase  of 
population,  and  to  fall  with  every  improvement  in  agrieuU 
ture,  either  iti  the  country  itself,  or  in  any  foreign  country 
from  which  it  draws  a  portion  of  its  supplies.  The  sup- 
posed constancy  of  the  cost  of  the  production  of  corn  depends 
on  tlie  maintenance  of  a  complete  eqnipoi&^i  \ieW^few  ^^a^ 
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antagonizing  forces,  an  equipoise  wliicli,  if ,  ever  realized, 
ean  only  be  accidental.  With  respect  to  labour  as  a  meas- 
ure of  value,  the  language  of  Adam  Smith  is  not  imifornu 
He  sometimes  speaks  of  it  as  a  good  measure  only  far  short 
periods,  saying  that  the  value  of  labour  (or  wages)  does  not 
vary  much  from  year  to  year,  though  it  does  from  genera- 
tion to  generation.  On  other  oeeasions  lie  speaks  as  if  la- 
bour were  intrinsically  the  most  proper  measure  of  value, 
on  the  gi'ound  that  one  day^s  ordinary  muscular  exertion  of 
one  maUj  may  be  looked  upon  as  always,  to  him,  the  same 
amouTit  of  effort  or  saerifiee.  But  this  proposition,  whether 
in  itseh'  admissible  or  not,  discards  the  idea  of  exchange 
value  altogether,  substi toting  a  totally  different  idea,  more 
analogous  to  value  in  use.  If  a  day's  labour  will  purchase 
in  America  twice  as  much  of  ordinary  consumable  articles 
as  in  England,  it  seems  a  vain  subtlety  to  insist  on  saying 
that  labour  is  of  the  same  vahie  in  both  countries,  and  that 
it  is  the  value  of  the  otlier  thingSj  which  is  different.  La- 
bour, in  this  case,  may  be  correctly  said  to  be  twice  as  val- 
uable, both  ill  the  market  and  to  the  labourer  himself,  m 
America  as  in  England. 

If  the  object  were  to  obtain  an  approximate  measure  by 
which  to  estimate  value  in  use,  perhaps  nothing  better  could 
be  chosen  than  one  day's  subsistence  of  an  average  man, 
reckoned  in  the  ordinary  food  consumed  by  the  class  of  un- 
skilled labourers.  If  in  America  a  pound  of  maize  flour  will 
BU]>port  a  labouring  man  tor  a  day,  a  thing  miglit  be  deemed 
more  or  less  valuable  in  proportion  to  the  number  of  pounds 
of  maize  flour  it  exchanged  for.  If  one  tliini!:,  cither  by  it- 
self  or  by  what  it  would  purchase,  could  maintain  a  labour- 
ing man  for  a  day,  and  another  could  maintain  him  for  a 
week,  there  would  be  some  reason  in  saying  that  the  one 
was  w^orth,  for  ordinary  human  uses,  seven  times  as  much 
as  the  other*  But  this  would  not  measure  tlie  worth  of  the 
thing  to  its  possessor  for  his  own  purposes,  which  might  l>e 
greater  to  any  amount,  though  it  could  not  lie  less,  than  the 
worth  of  the  tbod  which  the  thing  would  purchase. 
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The  idea  of  a  Measure  of  Yalae  mnst  not  be  confounded 
witii  the  idea  of  the  regulator,  or  determining  principle,  of 
value.  When  it  is  said  by  Ricardo  and  others,  that  t!ie 
vahie  of  a  thing  is  regulated  by  quantity  of  labour,  they  do 
not  mean  the  quantity  of  labour  for  which  the  thing  will 
exchange^  hut  the  quantity  required  for  producing  it.  This, 
they  mean  to  affirm,  determines  its  value;  causes  it  to  be  of 
the  value  it  is,  and  of  no  otlier.  But  when  Adam  Smith 
and  Mai  thus  say  that  labour  is  a  measure  of  value,  they  do 
not  mean  the  labour  by  which  the  thing  was  or  can  be 
made,  but  the  quantity  of  labour  ^vhich  it  will  exchange 
for,  or  purchase  ;  in  other  words,  the  value  of  the  thing,  es- 
timated in  labour.  And  they  do  not  mean  that  this  regulutes 
tl^e  general  exchange  ^^alue  of  the  thing,  or  has  any  effect 
in  determining  what  that  value  shall  be,  but  only  ascertains 
what  it  is,  and  whether  and  how  much  it  varies  from  time 
to  time  and  fi'om  place  to  place.  To  confound  these  two 
ideaB,  would  be  much  the  same  thing  as  to  overlook  the 
distinction  between  the  thennometer  and  the  fire. 


CHAPTEK  XVI. 


OF  SOME  PECULIAR  CASKS  OF  TALUl. 


§  1.  The  general  laws  of  value,  in  all  the  more  impor- 
tant cases  of  the  interchange  of  eotoDiodites  in  the  same 
country,  have  now  been  investigated*  We  examined,  first,  ■ 
the  case  of  monopoly,  in  whic^  the  value  is  determined  by 
eitlier  a  natural  or  an  artificial  limitation  of  quantity,  that 
is,  by  demand  and  supply  :  secondly,  the  case  of  free  com- 
petition, when  the  article  can  be  produced  in  indefinite 
(juantity  at  the  same  cost ;  in  whicli  case  the  permanent 
value  is  detennined  by  the  cost  of  production,  and  only  the  I 
fluctuations  by  supply  and  demand :  thirdly,  a  mixed  case, 
that  of  the  articles  which  can  be  produced  in  indefinite 
quantity,  but  not  at  the  same  cost ;  in  which  case  the  per- 
manent value  is  detei-mined  by  the  greatest  cost  which  it  is 
necessary  to  incur  in  order  to  obtain  the  required  supply. 
And  lastly,  we  have  found  that  money  itself  is  a  commodity 
of  the  third  class ;  that  its  value,  in  a  state  of  treedomj  is 
governed  by  the  same  laws  as  the  values  of  other  commod- 
ities of  its  class ;  and  that  prices,  therefore,  follow  the  same 
laws  as  values. 

From  this  it  appears  that  demand  and  supply  govern  the 
fluctuations  of  values  and  prices  in  all  cases,  and  the  perma- 
nent  values  and  prices  of  all  things  of  which  the  supply  is 
detennined  by  any  agency  other  than  that  of  free  competi- 
tion :  but  that,  under  the  regime  of  competition,  things  are, 
on  the  average,  exchanged  for  each  other  at  such  values,  and 
sold  at  snch  prices,  as  afford  equal  expectation  of  advantage 
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to  all  classes  of  producers  ;  which  can  only  be  when  things 
exchange  for  one  another  in  the  ratio  of  their  cost  of  pro- 
duct iou. 

It  is  now,  however,  necessary  to  take  notice  of  certain 
cases,  to  which,  from  their  peculiar  nature,  this  law  of  ex- 
change value  is  inapplicable. 

It  sometimes  haj^pens  that  two  different  coraiiiodities 
have  what  may  be  termed  a  joint  cost  of  production.  They 
are  both  products  of  the  same  operation,  or  set  of  operations, 
and  the  outlay  m  incurred  for  the  sake  of  both  togetlier,  not 
part  for  one  and  part  for  the  other.  Tlie  same  outlay  would 
have  to  be  incurred  for  either  of  the  two,  if  the  other  were 
not  wanted  or  used  at  all  There  are  not  a  few  instances 
of  commodities  thus  associated  in  their  production.  For 
example,  coke  and  coal-gas  are  both  produced  from  the  same 
material,  and  by  the  same  operation.  In  a  more  partial 
sense,  mutton  and  wool  are  an  example :  beef,  Iiides,  and 
tallow :  calves  and  dairy  produce :  chickens  and  eggs.  Cost 
of  production  can  have  nothiug  to  do  with  deciding  the 
value  of  the  associated  comntodities  relatively  to  each  other. 
It  only  decides  their  joint  value.  The  gas  and  the  coke  to- 
gether have  to  repay  the  expenses  of  their  production,  with 
the  ordinary  profit.  To  do  this,  a  given  qnantity  of  gas,  to- 
gether with  the  coke  which  is  the  residuum  of  its  manufac- 
ture, must  exchange  for  other  things  in  the  ratio  of  their 
joint  cost  of  production.  But  how  much  of  the  remunera- 
tion of  the  producer  shall  be  derived  from  the  coke,  and 
how  much  from  the  gas,  remains  to  be  decided.  Cost  of 
production  does  not  determine  their  prices,  but  the  sum  of 
their  prices.  A  principle  is  wanting  to  apportion  the  ex- 
penses of  i>roduction  between  the  two. 

Since  cost  of  production  here  fails  us,  we  must  revert  to 
a  law  of  value  anterior  to  cost  of  production,  and  more 
fundamental,  tlie  law  of  demand  and  supply.  The  law  is, 
that  the  demand  for  a  commodity  varies  with  its  value,  and 
that  the  value  adjusts  itself  so  tkat  the  demand  shall  be 
equal  to  the  supply.  This  supplies  the  princi^W  oi  x^ij^tNat 
tion  which  we  are  in  quest  of 
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Suppose  that  a  certain  quantity  of  gas  is  produced  and 
sold  at  a  certain  price,  and  that  the  residuum  of  coke  is 
offered  at  a  price  which,  togetlier  with  that  of  the  gas,  re- 
pays the  expenses  with  the  ordinarj-  rate  of  profit.  Sup- 
pose, too,  that  at  the  price  put  upon  the  gas  and  coke  re- 
Bpectivelyj  the  whole  of  the  gas  finds  an  easy  market, 
without  eith*er  surplus  or  deficiency,  but  that  purchasers 
caunot  be  found  for  all  the  coke  corresponding  to  it.  The 
coke  will  be  offered  at  a  lower  price  in  order  to  force  a 
market.  But  this  lower  price,  together  with  the  price  of  the 
gas,  will  not  be  renmneratiiig :  the  manufacture,  as  a  wliole, 
will  not  pay  its  expenses  with  the  ordinary  profit,  and  will  i 
not,  on  these  terms,  continue  to  be  carried  on.  Tlie  gas, 
therefore,  must  be  sold  at  a  higher  price,  to  make  up  for  the  _ 
deficiency  on  the  coke.  The  demand  consequently  contract-  I 
ing,  the  production  wiU  be  somewliat  reduced ;  and  prices 
will  become  stationary  when,  by  the  joint  effect  of  the  rise 
of  gas  and  the  fall  of  coke,  so  much  less  of  the  firat  is  sold, 
and  so  much  more  of  the  second,  that  there  is  now  a  market 
for  all  the  coke  w^hich  results  trom  the  existing  extent  of  the 
gas  luanufacture. 

Or  suppose  the  reverse  ease  ;  that  more  coke  is  wanted 
at  the  present  prices,  than  can  be  supplied  by  the  operations 
required  by  the  existing  demand  for  gas.  Coke,  being  now 
in  deficiency,  will  rise  in  price.  The  whole  operation  will 
yield  more  than  the  usual  rate  of  profit,  and  additional  ca|>- 
ital  will  be  attracted  to  the  manufacture.  The  unsatisfied 
demand  for  coke  will  be  supplied  ;  but  this  cannot  be  done 
w^ithout  increasing  the  supply  of  gas  too  ;  and  as  the  exist- 
ing demand  was  fully  supplied  already,  an  increased  quan- 
tity  can  only  find  a  market  by  lowering  the  price.  The  I 
result  will  be  that  tlie  two  together  w^ill  yield  the  return 
required  by  their  joint  cost  of  production,  but  that  more  of 
this  return  than  before  will  be  furnished  by  the  coke,  and 
less  by  the  gas.  Equilibrium  will  be  attained  when  the  de- 
mand for  each  article  fits  so  w^ell  with  the  demand  for  the 
othery  that  the  quantity  required  of  each  is  exactly  as  much 
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as  is  generated  in  produciiig  the  quantity  required  of  tlie 
other.  If  there  is  any  surplus  or  deficiency  on  either  side  ; 
if  there  is  a  demand  for  coke,  and  not  a  demand  for  all  the 
gas  produced  along  with  it,  or  vice  versa  ;  the  values  and 
prices  of  the  two  things  will  so  readjust  tlienisehes  tliat 
iioth  shall  find  a  market. 

When,  therefore,  two  or  more  commodities  have  a  joint 
cost  of  production,  their  natural  values  rehitively  to  each 
other  are  those  which  will  create  a  demand  for  each,  in  the 
ratio  of  the  quantities  in  which  they  are  sent  forth  by  the 
productive  process.  Tins  theorem  is  not  in  itself  of  any 
great  importance :  but  the  illustration  it  aflbrds  of  the  law 
of  demand,  and  of  the  mode  in  which,  when  cost  of  produc- 
tion fails  to  be  applicaliie,  the  other  principle  steps  in  to 
supply  the  vacancy,  is  worthy  of  particular  attention,  as  we 
shall  find  in  the  next  chapter  but  one  that  Bomething  very 
similar  takes  place  in  cases  of  much  gi'eater  raoment. 


§  2.  Another  case  of  value  which  merits  attention,  is 
that  of  the  different  kinds  of  agricultural  produce.  This  is 
rather  a  more  complex  question  than  the  last,  and  requires 
that  attention  should  be  paid  to  a  greater  number  of  in- 
fluencing circnmstauces. 

Tlie  case  would  present  nothing  peculiar,  if  different 
agricultural  products  were  either  grown  indiscriminately 
and  with  equal  advantage  on  the  same  soils,  or  wholly  on 
different  soils.  The  difficulty  arises  from  two  things  :  first, 
that  most  soils  are  fitter  for  one  kind  of  produce  than  an- 
other, without  being  absolutely  unfit  for  any  ;  and  secondlyj 
the  rotation  of  crops. 

For  simplicity,  we  will  confine  our  supposition  to  two 
kinds  of  agricultural  p^roduce  ;  for  instance,  wheat  and  oats. 
If  all  soils  were  equally  adapted  for  wlieat  and  for  oats,  both 
would  be  grown  indiscriminately  on  all  soils,  and  their  rela- 
tive cost  of  production,  being  the  same  everywhere,  would 
govern  their  relative  value.  If  tlie  same  labour  winch 
grows  three  quarters  of  wheat  on  any  given  soil,  ^o^Ai^ 
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ways  grow  on  that  soil  five  quarters  of  oats,  the  three  and 
the  five  quarters  would  he  of  the  same  value.  If,  again, 
wheat  and  oats  could  not  be  grown  on  tlie  same  soil  at  all, 
the  value  of  each  would  be  determined  by  its  peculiar  cost  ■ 
of  production  on  the  least  favourable  of  the  soils  adapted  for  f 
it  which  the  existing  demand  required  a  recourse  to.  The 
fact,  however,  is  that  both  wheat  and  oats  can  be  grown  on 
almost  any  soil  which  is  capable  of  producing  either :  but 
some  soils,  such ,  as  the  stiff  clays,  are  better  adapted  for 
wheat,  while  otliers  (the  light  stmdy  soils)  are  more  suitable 
for  oats.  There  might  be  some  soils  wliich  would  yield,  to 
the  same  quantity  of  labour,  only  four  quarters  of  oata  to 
three  of  wheat ;  others  perhaps  less  than  three  of  wheat  to 
five  c[uarters  of  oats.  Among  these  diversities,  what  deter- 
mines  the  relative  value  of  the  two  things  ?  ■ 

It  is  evident  that  each  grain  will  be  cultivated  in  pret- 
erenee,  on  the  soils  wliich  are  better  adapted  for  it  than  for 
the  other ;  and  if  the  demand  is  suppHed  trom  these  alone, 
the  values  of  the  two  grains  will  have  no  reference  to  one 
another.  But  when  the  demand  for  both  is  such  as  to  re- 
quire that  each  should  be  grown  not  only  on  the  soils  pecu- 
liarly fitted  for  it,  but  on  the  medium  soils  which,  without 
being  specifically  adapted  to  either,  are  about  equally  suited 
for  both,  the  cost  of  production  on  those  medium  soils  will 
determine  the  relative  value  of  the  two  grains ;  while  the 
rent  of  tlie  soils  specificallj  adapted  to  eacli,  will  be  regu- 
lated by  tbeir  productive  power,  considered  with  reference 
to  that  one  alone  to  which  they  are  peculiarly  apphcable. 
Thus  far  the  question  presents  no  difliculty,  to  any  one  to 
whom  the  general  principles  of  value  are  familiar- 
It  may  happen,  however,  that  the  demand  for  one  of  the 
two,  as  for  example  wheat,  may  so  outstrip  tlie  demand  for 
the  other,  as  not  only  to  occupy  the  soils  specially  suited  for 
wheat,  but  to  engross  entirely  those  equally  suitable  to  both, 
and  even  encroach  upon  those  which  are  better  ndapted  to 
oats.  To  create  an  inducement  for  this  imcrpnil  apportion^ 
ment  of  the  cultivation^  wheat  must  be  relatively  dearer, 
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and  oats  eheaperj  tliaii  aeeording  to  the  cost  of  tlieir  produc- 
tion on  the  medium  land.  Their  relative  value  must  be  in 
proportion  to  the  cost  on  that  quality  of  land,  whatever  it 
may  be,  on  which  the  comparative  demand  for  tlie  two 
gi-ains  requires  that  both  uf  tliem  should  be  growu.  If, 
from  the  state  of  the  demand,  the  two  cultivations  meet  on 
land  more  favourable  to  one  than  to  the  other,  that  one  will 
be  cheaper  and  the  other  dearer,  in  relation  to  each  other 
and  to  things  in  general,  than  if  the  proportional  demand 
were  as  we  at  first  supposed. 

Here,  then,  we  obtain  a  fresh  illuBtration,  in  a  somewhat 
different  manner,  of  the  operation  of  demand,  not  as  an 
occasional  disturber  of  value,  but  as  a  permanent  regulator 
of  it,  conjoined  with,  or  suppleuientaiy  to,  cost  of  pro- 
duction. 

The  case  of  rotation  of  crops  does  not  require  separate 
analysis,  being  a  case  of  joint  cost  of  production,  like  that 
of  gas  and  coke.  If  it  were  the  practice  to  grow  white  and 
gi'een  crops  on  all  lands  in  alternate  years,  the  one  being 
necessary  as  much  for  the  sake  of  the  other  as  for  its  own 
sake ;  the  farmer  would  derive  his  remuneration  for  two 
years'  expenses  from  one  white  and  one  green  crop,  and  the 
prices  of  the  two  would  so  adjust  theraaelves  as  to  create  a 
demand  which  would  carry  off  an  equal  breadth  of  white 
and  of  green  crops. 

There  would  be  little  difficulty  in  finding  other  anoma- 
lous cases  of  value,  which  it  might  be  a  useful  exercise  to  re* 
solve  :  but  it  is  neither  desirable  nor  possible,  in  a  work  like 
the  present,  to  enter  more  into  details  tliau  is  neeessaiy  for 
the  elucidation  of  principles,  I  now  therefore  proceed  to  the 
only  part  of  the  general  theory  of  exchange  which  has  not 
yet  been  touched  upon,  that  of  International  Exchanges,  or 
to  speak  more  generally,  exchanges  between  distaut  places. 


CHAPTER  XVn. 


OF  INTERNATIONAL  TRADE. 


§  1.     The  causes  which  occasion  a  commodity  to  be 
brought  from  a  distance,  instead  of  being  produeedj  as  con- 
venience would  seem  to  dtctatSj  as  near  as  possible  to  the  I 
market  wlierc  it  is  to  be  sold  for  consumption,  are  nsnally 
conceived  in  a  rather  gnperficial  manner.     Some  things  it  is 
physically  impossible  to  produce,  except  in  particular  cir- 
cumstances of  heat,  soil,  water,  or  atmoapliere.     But  there 
are  many  things  which,  tliongh  they  conid  be  produced  at 
home  without  difficulty,  and  in  any  quantity,  are  yet  im- 
ported from  a  distance.     The  explanation  winch  would  be 
popularly  given  of  this  would  he,  that  it  is  cheaper  to  im- 
port than  to  produce  them :  and  this  is  the  true  reason. 
But  this  reason  itself  requires  that  a  reason  be  given  for  it*  I 
Of  two  things  produced  in  the  same  place,  if  one  is  cheaper 
than  the  other,  the  reason  is  that  it  can  be  produced  with 
less  labour  and  capital,  or,  in  a  word,  at  less  cost.     Is  this 
also  the  reason  as  between  things  produced  in  different 
places  ?     x4re  things  never  imported  hut  from  places  where  - 
they  can  he  produced  with  less  labour  (or  less  of  the  other  f 
element  of  cost,  time)  than  in  the  place  to  wlucli  they  are 
brought?     Does  the  law,  that  permanent  value  is  propor- 
tioned to  cost  of  production,  hold  good  between  commodities 
produced  in  distant  places,  as  it  does  between  those  pro-  ■ 
duccd  in  adjacent  places? 

We  shall  find  that  it  does  not.     A  thing  may  sometimes 
be  sold  cheapest,  by  being  prodiiced  in  some  other  place 
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than  that  at  which  it  can  be  produced  with  the  smallest 
amount  of  labour  and  abstinence.  England  might  import 
corn  from  Poland  and  pay  for  it  in  cloth,  even  though  Eng- 
land had  a  decided  advantage  over  Poland  in  the  protiuc- 
tion  of  both  the  one  and  the  other,  England  miglit  send  cut- 
tons  to  Portugal  in  exchange  for  wine,  although  Portugal 
might  be  able  to  produce  cottons  with  a  less  amount  of 
labour  and  capital  than  England  could. 

This  could  not  happen  between  adjacent  places.  If 
the  north  bank  of  the  Thames  possessed  an  advantage  over 
the  south  bank  in  the  production  of  tihoes?,  no  shoes  would 
be  produced  on  the  south  side ;  the  shoemakers  would  re- 
move themselves  and  their  capitals  to  the  north  bank,  or 
would  have  estabUshed  themselves  there  originally;  for, 
being  competitors  m  the  same  market  witli  those  on  the 
north  iside,  they  could  not  compensate  themselves  for  their 
disadvantage  at  the  expense  of  the  consumer :  tlie  amount 
of  it  would  fall  entirely  on  their  profits ;  and  they  would 
not  long  content  themselves  with  a  smaller  profit,  when,  by 
simply  crossing  a  river,  they  could  increase  it.  But  between 
distant  places,  and  especially  between  different  countries, 
profits  may  continue  difl'crent ;  because  persons  do  not  usu- 
ally remove  themselves  or  their  capitals  to  a  dist^mt  place, 
without  a  very  strong  motive.  If  capital  removed  to  remote 
pai'ts  of  the  world  as  readily,  and  for  as  small  an  induce- 
ment, as  it  moves  to  another  quarter  of  the  same  town  ;  if 
people  would  transport  their  manufactories  to  America  or 
China  whenever  they  could  save  a  small  percentage  in  their 
ex|ienses  by  it ;  profits  would  be  alike  (or  equivalent)  all  over 
the  world,  and  all  thinirs  would  be  produced  in  the  places 
where  tlie  same  labour  and  capital  %vould  produce  them  in 
greatest  quantity  and  of  best  quality.  A  tendency  may, 
even  no%v,  l>e  observed  towards  such  a  state  of  things  ;  capi- 
tal is  becoming  ijiore  and  more  cosmopolitan ;  there  is  so 
much  greater  similarity  of  manners  and  institutions  than 
formerly,  and  so  much  less  alienation  of  feeling,  amoiiir  the 
more  civilized  countries,  that  both  populatVon  aTv4  (l%:^yiX"3s^^ 
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now  move  from  one  of  those  countries  to  anotlicr  on  inncli 
less  teinptatiun  titan  heretofore.  But  there  are  still  extra- 
ordinary diffei'enceSj  both  of  wages  and  of  profits,  het%veea 
different  parts  of  the  world.  It  needs  but  a  small  motive  to 
transplant  capital,  or  even  personSj  from  Warwiekfehire  to 
Yorkshire;  but  a  much  greater  to  make  them  remove  to 
India,  the  colonies,  or  Ireland.  To  France,  Germany,  or 
Switzerland,  capital  moves  perhaps  ahnost  as  readily  as  to 
the  colonies ;  the  differences  of  language  and  government 
being  scarcely  so  great  a  hindrance  as  climate  and  distance. 
To  countries  still  barbarous,  or,  like  Russia  or  Turkey,  only 
beginning  to  be  civilized,  capital  will  not  migrate,  unless 
under  the  inducement  of  a  very  great  extra  profit. 

Between  all  distant  places  therefore  in  some  degree,  but 
especially  between  different  countries  {whether  under  the 
same  supreme  government  or  not,)  there  may  exist  great  in- 
equalities hi  the  return  to  labour  and  capital,  without  caus- 
ing them  to  move  from  one  place  to  the  other  in  such  quan- 
tity as  to  level  those  inequalities.  The  capital  belonging  to 
a  country  will,  to  a  great  extent,  !'emain  in  the  country, 
even  if  there  be  no  mode  of  employing  it  in  which  it  %V'Ould 
not  be  more  productive  elsewhere.  Yet  even  a  country 
thus  circumstanced  might,  and  probably  would,  carry  on 
trade  witJi  other  countries.  It  would  export  articles  of 
some  sort,  even  to  places  which  could  make  them  with  less 
labour  than  itself;  because  those  countries,  supposing  them 
to  have  an  advantage  over  it  in  all  productions,  would  have 
a  greater  advantage  in  some  things  than  in  others,  and 
would  find  it  their  interest  to  import  the  articles  in  which 
their  advantage  was  smallest,  tliat  they  might  employ  more 
of  their  labour  and  capital  on  those  in  whicli  it  was 
greatest 


I 
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§  2.    As  I  have  said  elsewhere*  after   Eieardo   (the 
thinker  who  has  done  most  towards  clearing  np  this  sub- 
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ject)*  "  it  is  not  a  difference  in  tte  ahmlni^  cost  of  produc- 
tion j  wliich  determines  the  interchange,  but  a  difference  in 
the  comparative  cost.  It  may  be  to  our  advantage  to  pro- 
cure iron  from  Sweden  in  exchange  for  cottons,  even  although 
the  mines  of  England  as  \vell  as  her  manufactories  should 
be  more  productive  than  those  of  Sweden ;  for  if  we  liave 
an  advantage  of  one-half  in  cottons,  and  only  au  advantage 
of  a  quarter  in  iron,  and  could  sell  our  cottons  to  Sweden  at 
the  price  which  Sweden  must  pay  for  them  if  she  produced 
them  herself,  we  should  obtain  our  iron  with  an  advantage 
of  one-half,  as  well  as  our  cottons.  We  niay  often,  by  trad- 
ing with  foreigners,  obtain  their  commodities  at  a  smaller 
expense  of  labom'  and  capital  than  tliey  cost  to  the  foreign- 
ers themselves.  The  bargain  is  still  advantageous  to  the 
foreigner,  because  tlie  commodity  w^hich  he  receives  in  ex- 
change,  though  it  has  cost  us  less,  would  have  cost  him 


n 


more. 

To  illustrate  the  cases  in  which  interchange  of  commod- 
ities will  not,  and  those  in  which  it  will,  take  place  l>etween 
two  countries,  Mr.  Mill,  in  his  Elements  of  Political  Econ- 
omvjt  myites  the  supposition^  that  Poland  has  an  advantage 
over  England  in  the  production  both  of  cloth  and  of  corn* 
He  first  supposes  the  advantage  to  be  of  ec|ual  amoimt  in 
both  commodities ;  the  cloth  and  tlie  corn,  each  of  which 
required  100  days  labour  in  Poland,  requiring  each  150 
days  labour  in  England.  *^  It  would  follow,  tliat  the  cloth 
of  150  days  labour  in  England,  if  sent  to  Poland,  would  be 
equal  to  the  cloth  of  100  days  labour  in  Poland;  if  ex- 
changed for  corn,  therefore,  it  w^ould  exchange  for  the  com 
of  only  100  days  labour.  But  the  corn  of  100  days  labour 
in  Poland,  was  supposed  to  be  the  same  quantity  with  that 

*  I  at  one  time  bplievcd  Mr.  Ricardo  to  have  been  the  eole  author  of  the 
doctrine  now  unirersally  received  by  political  economists,  on  the  nature  and 
measure  of  the  benefit  which  a  country  derives  from  foreign  trade.  Btit  Oolouel 
Torrens,  hy  the  republieatron  of  one  of  his  early  writings,  ''The  Ecoiiomktg 
Kefnted^"  has  eMablished  at  least  a  joint  clahn  with  Mr.  Ricardo  to  the  origina- 
tion of  the  doctrine,  and  an  exclusive  one  to  its  earUest  publication, 
f  Thii-*!  ed.  p.  1*20. 
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of  150  days  labour  in  England,  With  150  days  labour  in 
cloth,  therefore,  England  would  only  get  as  much  corn  in 
Poland  as  she  could  raise  with  150  days  labour  at  home ; 
and  she  would,  in  importing  it,  have  the  cost  of  carriage 
besides.  Iti  the^e  circumstances  no  exchange  would  take 
place."  In  this  case  tbe  comparative  costs  of  the  two  arti- 
cles in  England  and  in  Poland  were  supposed  to  be  the  same, 
though  the  absolute  costs  were  diflerent ;  on  wliich  supposi- 
tion we  see  that  there  ^vould  bo  no  labour  saved  to  either 
country  by  confining  its  industry  to  one  of  the  two  produc- 
tions, and  importing  the  other. 

It  is  otherwise  when  the  comparative,  and  not  merely 
the  absolute  costs  of  the  two  articles  are  different  in  the  two 
countries.  "  If,"  continues  the  same  author,  ^'  while  the 
cloth  produced  with  100  days  labour  in  Poland  was  pro- 
duced with  150  days  labour  in  Englandj  the  com  which 
was  produced  in  Poland  with  100  days  labour  could  not  be 
produced  in  England  with  less  than  200  days  labour ;  an 
adequate  motive  to  exchange  would  immediately  arise. 
With  a  quantity  of  cloth  which  England  produced  with  150 
days  labour,  she  would  be  able  to  purchase  as  much  corn  in 
Poland  as  was  there  produced  with  100  days  labour ;  but 
the  quantity  which  was  there  produced  with  100  days  la- 
bour, would  be  as  great  as  the  quantity  produced  in  Eng- 
land with  200  days  labour."  By  importing  corn,  therefore, 
from  Poland,  and  paying  for  it  with  cloth,  England  would 
obtain  for  150  days  labour  what  would  otherwise  cost  lier 
200 ;  being  a  saving  of  50  days  labour  on  each  repetition 
of  the  transaction  :  and  not  merely  a  saving  to  England,  but 
a  saving  absolutely  ;  for  it  is  not  obtained  at  the  expense  of 
Poland,  who,  with  com  that  costs  her  100  days  labour,  has 
purchased  cloth  w^hich,  if  produced  at  home,  would  have 
cost  her  the  same.  Poland,  therefore,  on  this  supposition, 
loses  nothing;  but  also  she  derives  no  advantage  from  the 
trade,  the  imported  cloth  costing  her  as  much  as  if  it  were 
made  at  home.  To  enable  Poland  to  gain  anything  by  the 
}nt^**r*hiiiigQ^  something  must  be  abated  from  the  gain  of 
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England  :  the  corn  produced  in  Poland  by  100  davs  lalioiir, 
must  be  able  to  pureliuse  iVrnn  England  more  cloth  tlum 
Poland  could  produce  by  that  anioiuit  of  labour ;  more 
therefore  than  England  could  produce  by  150  days  labour, 
England  thus  obtainiug  the  corn  which  would  Jiave  cost  her 
200  days,  at  a  cost  exceeding  150,  though  short  of  200. 
England  therefore  no  longer  gains  tlie  %vholc  of  the  labour 
which  is  saved  to  the  two  jointly  by  trading  with  one 
another. 


I 


§  3.  From  this  exposition  we  perceive  in  what  consists 
the  beneiit  of  international  exchange,  or,  in  other  words, 
foreign  commerce*  Setting  aside  its  enabling  countries  to 
obtain  commodities  whicli  they  could  not  themselves  pro- 
duce at  all  ■  its  advantage  consists  in  a  more  ethcient  em- 
ployment of  the  productive  forces  of  the  world.  If  two 
countries  which  traded  together  attempted,  as  far  as  was 
physically  possible,  to  produce  for  themselves  what  they 
now  import  from  one  another,  the  labour  and  capital  of  the 
two  countries  would  not  be  so  productive,  the  two  together 
would  not  obtain  from  their  industry  so  great  a  quantity  of 
commodities,  as  when  each  employs  itself  in  producing, 
both  for  itself  and  for  tlie  other,  the  things  in  which  its  la- 
bour is  relatively  most  effieient.  Tlie  addition  thus  made 
to  the  produce  of  the  two  combined,  constitutes  the  advan- 
tage of  the  trade.  It  is  possible  that  one  of  the  two  coun- 
tries may  be  altogether  inferior  to  the  other  in  productive 
capacities,  and  that  its  labour  and  capital  could  be  em]>loyed 
to  gi'eatest  advantage  by  being  removed  bodily  to  the  other. 
Tlie  labour  and  capital  wbicli  have  been  suak  in  rendering 
Holland  habitable,  would  have  produced  a  much  greater 
return  if  transported  to  America  or  Ireland.  The  produce 
of  the  whole  wurld  would  be  greater,  or  the  labour  le^,  than 
it  is,  if  everything  were  produced  where  there  is  the  great- 
est absolute  facility  for  its  production.  But  nations  do  not, 
at  least  in  modern  times,  emigrate  en  mmse  ;  and  while  the 
labour  and  capital  of  a  country  remain  m  l\\e  to^mNut^  ^x!i:^^l 
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ai*e  most  beneficially  employed  in  producing  for  forei^i 

in  wliieli  it  lies 


markets  as  well  as  for  its  own. 


the  tilings 


i 
I 


imder  the  least  disadvantage,  if  there  be  none  in  which  it 
possesses  an  advantage. 

§  4.  Before  proceeding  further,  let  us  contrast  this  view 
of  the  benefits  of  internati(»nal  commerce  with  other  theories 
which  have  prevailed,  and  which  to  a  certain  extent  still 
prevail,  on  the  same  subject. 

According  to  the  doctrine  now  Btated,  tlie  only  direct 
advantage  of  foreign  commerce  consists  in  the  imports.  A 
country  obtains  things  which  it  eitlier  could  not  have  pro- 
duced at  all,  or  which  it  must  have  produced  at  a  greater 
expense  of  capital  and  labour  than  the  cost  of  the  things 
which  it  exports  to  pay  for  them.  It  tlms  obtains  a  more 
ample  supply  of  the  commodities  it  wants,  for  the  same  la- 
bour and  capital ;  or  the  same  supply,  for  less  labour  and 
capital,  leaving  the  surplus  disposable  to  produce  other 
tMngB.  The  vulgar  theory  disregards  this  benefit  and 
deems  the  advantage  of  commerce  to  reside  in  the  ex])ort8 : 
as  if  not  what  a  eoimtry  obtainsj  but  what  it  parts  with,  by 
its  foreign  trade,  was  supposed  to  constitute  the  gain  to  it. 
An  extended  market  for  its  produce—an  abundant  consump- 
tion for  its  goods — a  vent  for  its  snrphis — are  the  phrases 
by  which  it  has  been  cnstomary  to  designate  the  uses  and 
recoramendatioOB* of  commerce  with  foreign  countries.  This 
notion  is  intelligible,  when  w^e  consider  tliat  the  authors  and 
leaders  of  opinion  on  mercantile  questions  liave  always  hith- 
erto been  the  selling  class.  It  is  in  truth  a  surviving  relic 
of  the  Mercantile  Theory,  according  to  which,  money  being 
the  only  wealth,  selling,  or  in  other  words,  exchanging 
goods  for  money  was  (to  countries  withoiit  mines  of  their 
own)  the  only  way  of  gi'owiug  rich — and  importation  of 
goods,  that  is  to  say,  parting  with  money,  was  so  much  sub- 
tracted from  the  benefit. 

The  notion  that  monev  alone  is  wealth,  has  been  lone: 
defunct,  but  it  has  left  many  of  its  progeny  behind  it ;  and 
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even  its  destroyer  Adam  Smith,  retained  some  opinions 
which  it  is  impossible  to  trace  to  any  other  origin,  Adam 
Sniitli's  theory  of  tlie  benefit  of  foreign  trade,  was  that  it 
aflbrded  an  outlet  for  the  snrphis  produce  of  a  conn  try,  and 
enabled  a  portion  of  the  capital  of  the  conntry  to  replace  it- 
self with  a  profit.  These  expressions  snggest  ideas  incon- 
sistent with  a  clear  conception  of  the  phent>mena.  The  ex- 
pression, surplus  produce,  seems  to  imply  that  a  country  is 
under  some  kind  of  necessity  of  producing  the  corn  or  cloth 
which  it  exports ;  so  that  the  poi-tion  which  it  does  not 
itself  consumej  if  not  wanted  and  consumed  elsewhere, 
would  either  be  produced  in  sheer  waste,  or  if  it  were  not 
])roduced,  the  corresponding  portion  of  capital  would  remain 
idle,  and  the  mass  of  productions  in  the  country  would  be 
diminished  by  so  much.  Either  of  these  suppositions  would 
be  entirely  erroneous.  The  country  produces  an  exportable 
article  in  excess  of  its  own  w^ants,  from  no  inherent  neces- 
sity, but  as  the  cheapest  mode  of  supplying  itself  witli  other 
things.  If  prevented  from  exporting  this  surplus,  it  would 
cease  to  produce  it,  and  would  no  longer  import  anything, 
being  unable  to  give  an  equivalent ;  but  tlie  labour  and 
capital  which  had  been  employed  in  producing  with  a 
view  to  expoiiationj  woxild  find  emploTment  in  producing 
those  desirable  objects  which  were  previously  brought  from 
aliroad  :  or,  if  some  of  them  could  not  be  produced,  in  pro- 
ducing substitutes  for  them.  Tliese  articles  would  of  com^se 
be  produced  at  a  greater  cost  than  that  of  the  things  with 
which  they  had  previously  been  purchased  from  foi'eign 
countries.  But  the  value  and  price  of  the  articles  would 
rise  in  proportion  ;  and  the  capital  would  just  as  much  be 
replaced,  with  the  ordinary  profit,  from  the  returns,  as  it 
was  when  employed  in  producing  for  the  foi^eign  market. 
The  only  losers  (after  the  temporary  inconvenience  of  the 
change)  would  be  the  consumers  of  the  heretofore  imported 
articles  ;  who  would  be  obliged  either  to  do  without  them, 
consimiing  in  lien  of  them  something  which  they  did  not 
like  as  well,  or  to  pay  a  higher  price  for  theivv  tWvLViiel^x^* 
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There  is  mucli  misconceptioe  in  the  common  notion  of 
what  commerce  does  for  a  couiitrj,  Wlien  commerce  is 
spoken  of  as  a  source  of  national  wealth,  the  imagination 
fixes  itself  upon  the  large  fortunes  acquired  hy  merchants, 
rather  than  upon  the  saving  of  price  to  consumers.  But 
the  gains  of  merchants,  when  they  enjoy  no  exclusive  privi- 
lege, are  no  greater  than  the  profits  obtained  hy  t!ie  em- 
ployment of  capital  in  the  country  itself.  If  it  he  said  that 
the  capital  now  employed  in  foreign  trade  could  not  find 
employment  in  supplying  the  liome  market,  I  might  reply, 
that  this  is  the  fallacy  of  general  over-production,  discussed 
in  a  fonner  chapter ;  hut  the  thing  is  in  this  particular  case 
too  evident,  to  require  an  appeal  to  any  general  theory. 
We  not  only  see  that  the  capital  of  the  merchant  would  find 
employment,  but  we  see  what  employment,  Tliere  would 
be  employment  created,  equal  to  that  which  would  be  taken 
away.  Exportation  ceasing,  importation  to  an  equal  value 
would  cease  also,  and  all  tliat  part  of  the  income  of  the 
country  which  had  been  expended  in  imported  commodities, 
would  be  ready  to  expend  itself  on  the  same  things  pro- 
duced at  home,  or  on  others  instead  of  them.  Commerce  is 
virtually  a  mode  of  cheapenuig  production  ;  and  in  all  such 
cases  the  consumer  is  the  person  nUimately  benefited  ;  the 
dealer,  in  the  end,  is  sure  to  get  his  profit,  whether  the 
buyer  obtains  much  or  little  for  his  money.  This  is  said 
without  prejudice  to  the  effect  (already  touched  upon,  and 
to  be  hereafter  fully  discussed)  which  the  cheapening  of  com- 
modities may  have  in  raising  profits  ;  in  the  case  when  the 
commodity  cheapened,  being  one  of  those  consumed  by  la- 
bourers, enters  into  t!ic  cost  of  labour,  by  which  the  rate  of 
profits  is  determined. 

§  5.     Such,  then,  is  the  direct  economical  advantage  of 

foreign  trade.    But  there  are,  besides^  indirect  effects,  which 

mxist  be  counted  as  benefits  of  a  high  order.     One  is,  tlie 

tendency  of  every  extension  of  the  market  to  improve  the 

processes  o/ production.      A  comitry  which  produces  for 


I 
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a  larger  market  tlian  its  owDj  can  introduce  a  more  extended 
division  of  labour,  can  make  greater  use  of  machinery,  and 
is  more  likelj  to  make  inventious  aod  improvements  in  the 
processes  of  production.  Whatever  causes  a  greater  quan- 
tity of  anything  to  he  produced  in  the  same  place,  tends  to 
the  general  increase  of  the  productive  powers  of  tlie  world.^ 
There  is  another  consideration,  principally  applicable  to  an 
early  stage  of  industrial  advancement,  A  people  may  he 
in  a  quiescent,  indolent,  uncultivated  state,  with  all  their 
tastes  either  fully  satisfied  or  entirely  undeveloped,  and  they 
may  fail  to  put  forth  the  wliole  of  their  productive  energies 
for  want  of  any  sufficient  object  of  desire.  The  opening  of 
a  foreign  trade,  by  making  them  acquainted  with  new  oh- 
jectSj  or  tempting  tliem  by  the  easier  acquisition  of  things 
which  they  had  not  previously  thought  attainable,  some- 
times works  a  sort  of  industrial  revolution  in  a  country 
whose  resources  were  previously  undeveloped  for  want  of 
energy  and  ambition  in  the  people;  inducing  those  who 
were  satisfied  with  scanty  comforts  and  little  work,  to  work 
harder  for  the  gratification  of  their  new  tastes,  and  even  to 
save,  and  accumulate  capital,  for  the  still  more  complete 
satisfaction  of  those  tastes  at  a  future  time. 

But  the  economical  advantages  of  commerce  are  sur- 
passed in  importance  by  those  of  its  effects  which  are  intel- 
lectual and  moral.  It  is  hardly  possible  to  overrate  the 
value,  in  the  present  low  state  of  human  improvement,  of 
placing  Imman  beings  in  contact  with  persons  dissimilar  to 
themselves^  and  with  modes  of  thought  and  action  unlike 
those  with  which  they  are  familiar.  Conunerce  is  now, 
what  war  once  was,  the  principal  source  of  this  contact. 
Commercial  adventurers  from  more  advanced  countries 
have  generally  been  the  first  civilizers  of  barbarians.  And 
commerce  is  the  purpose  of  the  far  greater  part  of  the  com- 
mimication  which  takes  place  between  civilized  nations, 
^uch  communication  has  always  been,  and  is  peculiarly 
in  the  present  age,  one  of  the  primary  sources  of  progress. 

"  Vide  supm,  book  I  iMp.  Ix.  |\. 
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To  Iniman  beings,  who,  as  hitherto  educated^  can  scarcely 
cultivate  even  a  good  quality  without  running  it  into  a 
fault,  it  is  indispensable  to  be  perpetually  comparing  their 
own  notions  and  customs  with  the  experience  and  example 
of  persons  in  difterent  circuuistanees  from  themselves  :  and 
there  is  no  nation  which  does  not  need  to  bon*ow  from 
others,  not  merely  particular  arts  or  practices,  but  essential 
points  of  eharaeter  in  which  its  own  type  is  inferior.  Final- 
ly, commerce  first  taught  nations  to  see  with  good  will  the 
wealth  and  prosperity  of  one  another.  Before,  the  patriot, 
unless  sufficiently  advanced  in  culture  to  feel  the  world  his 
country,  wished  all  countries  weak,  poor,  and  ill-governed, 
but  his  own  :  he  now  sees  in  their  wealth  and  progi-ess  a 
direct  source  of  wealth  and  progress  to  his  own  country. 
It  is  commerce  which  is  rapidly  rendering  war  obsolete,  by 
Btrengtiiening  and  multiplying  the  personal  interests  winch 
are  in  natural  opposition  to  it.  And  it  may  be  said  without 
exaggeration  that  the  great  extent  and  rapid  increase  of  in- 
ternational  trade,  in  being  the  principal  guarantee  of  the 
peace  of  the  world,  is  the  great  permanent  security  for  the 
uninterrupted  progress  of  the  ideas,  the  institutions,  and  the 
character  of  the  human  race. 
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§  1.  The  values  of  eommadities  produced  at  the  samo 
place,  or  in  places  sufficiently  adjaeeiit  for  capital  to  move 
freely  between  tliem — let  us  Bay,  lor  siiuplicity,  of  commod- 
ities produced  in  the  same  country — depend  (temporary 
fluctuations  apart)  upon  their  cost  of  prodoetion.  But  the 
value  of  a  commodity  brought  from  a  distant  place,  especi- 
ally from  a  foreign  country,  does  not  depend  on  its  cost  of 
production  in  the  place  from  wheuee  it  comes.  On  what, 
then,  does  it  depend  1  The  value  of  a  thing  in  any  place^ 
depends  on  the  cost  of  its  acquisition  in  that  place;  which 
in  the  ease  of  an  imported  ai'tiele,  means  the  cost  of  produc- 
tion of  the  thing  which  is  exported  to  pay  for  it. 

Since  all  trade  is  in  reality  Imrter,  money  being  a  mere 
instrument  for  exchanging  things  against  one  another,  we 
will,  for  simplicity,  begin  by  supposing  the  international 
trade  to  be  in  form,  wliat  it  always  is  in  reality,  an  actual 
trucking  of  one  commodity  against  another.  As  far  as  wb 
have  hitherto  proceeded,  we  have  found  all  the  laws  of  in- 
terchange to  be  essentially  the  same,  whether  money  is  used 
or  not ;  money  never  governing,  but  always  obeying,  those 
general  laws. 

If,  then,  England  imports  wine  from  Spain,  giving  for 
every  pipe  of  wine  a  bale  of  clothj  the  exchange  value  of  a 
pipe  of  wiue  in  England  will  not  depend  upon  what  the 
production  of  the  wine  may  have  cost  in  Spain,  but  upon 
what  the  production  of  the  cloth  has  cost  in  Eiv^-a.^^^^ 
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Tlioiigb  the  wine  may  liave  cost  in  Spain  the  equiralent  of 
only  ten  days  labonr,  yet,  if  the  cloth  costs  in  England 
twenty  days  labour,  tlie  wine,  when  brought  to  England, 
will  exchange  for  the  produce  of  twenty  days  English  la- 
bour, plus  the  cost  of  carriage ;  including  the  usual  profit 
on  the  importer's  capital  dunng  the  time  it  is  locked  up, 
and  withheld  from  other  employment. 

The  value,  then,  in  any  country,  of  a  foreign  commod- 
ity, depends  on  the  quantity  of  home  produce  which  must 
be  given  to  the  foreign  country  in  exchange  for  it.  In  other 
word^j  the  values  of  foreign  commodities  depend  on  the 
terms  of  international  excliange.  Whatj  then,  do  these  de- 
pend upon  ?  What  is  it,  wlu'ch,  in  the  case  supposed,  causes 
a  pipe  of  wine  from  Spain  to  be  exchanged  with  England 
for  exactly  that  quantity  of  cloth  ?  We  have  seen  that  it  is 
not  their  cost  of  production.  If  the  cloth  and  the  wine  were 
both  made  in  Spain  ^  they  would  exchange  at  their  cost  of 
production  in  Spain  ;  if  they  were  both  made  in  England, 
they  would  exchange  at  their  cost  of  production  in  Eng- 
land ;  but  all  the  cloth  being  made  in  England,  and  all  the 
wine  in  Spain,  they  are  in  cii'cumstances  to  winch  we  have 
tilready  determined  that  the  law  of  cost  of  production  is  not 
applicable.  We  must  accordingly,  as  we  have  done  before 
in  a  similar  embarrassment,  fall  back  upon  an  antecedent 
law,  that  of  supply  and  demand  :  and  in  this  we  shall  again 
find  the  solution  of  our  difficulty. 

I  have  discuBvsed  this  question  in  a  separate  Essay,  al- 
ready once  referred  to  ;  and  a  quotation  of  part  of  the  expo- 
sition then  given,  will  be  the  best  introduction  to  my  pres- 
ent view  of  the  subject.  I  must  give  notice  that  we  are  now 
in  the  region  of  the  most  complicated  questions  which  ]>olit- 
ieal  economy  affords  ;  that  the  subject  is  one  which  cannot 
possibly  be  made  elementary  ;  and  that  a  more  continuous 
effort  of  attention  than  has  yet  been  required,  mil  be  neces- 
sary to  follow  the  series  of  deductions.  The  thread,  how- 
ever, which  we  are  about  to  take  in  hand,  is  in  itself  very 
simple  und  j/ianageable ;  the  only  difficulty  is  m  following  it 
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tliroiigh  the  windings  and  entanglements  of  complex  inter- 
n  atioiial  t  ran  sac  t  i  ona . 

§  2.  '^  When  the  trade  is  cBtabUshed  between  tlie  two 
countries,  the  two  eomnioditics  will  exchange  for  each  other 
at  the  same  rate  of  interchange  in  both  connti'ies — bating 
the  cost  of  carnage,  of  whieh,  for  the  i>resent,  it  will  l)e 
more  convenient  to  omit  the  eoneideration.  Siippcifiiiig, 
therefore,  for  the  sake  of  argnnient,  that  the  caiTiage  of  the 
commodities  from  one  conntry  to  the  other  eould  be  eflFected 
withont  labovir  and  without  cast,  no  sooner  would  the  trade 
be  opened  than  the  value  of  the  two  commodities,  estimated 
in  each  other,  would  come  to  a  level  in  both  eonntries. 

"  Suppose  that  10  yards  of  broadcloth  cost  in  England 
as  much  labour  as  15  yards  of  linen j  and  in  Germany  as 
much  as  20,"  In  common  with  most  of  my  predecessors,  I 
find  it  advisable,  in  these  intricate  investigations,  to  give 
distinctne&s  and  fixity  to  the  conception  by  numerical  exam- 
ples. These  examples  must  sometimes,  as  in  the  present 
case,  be  purely  supposititious.  I  should  have  preferred  real 
ones  ;  but  all  that  is  essential  is  that  the  tnimbers  should  be 
Bueh  as  admit  of  being  easily  followed  tlirough  the  subse- 
quent combinations  into  wliich  Ihey  enter. 

This  supposition  then  being  made,  it  would  be,ihe  in- 
terest of  England  to  import,  linen  from  Germany,  and  of 
Germany  to  import  cloth  from  England.  *^When  each 
country  produced  both  commodities  for  itself,  10  yards  of 
cloth  exchanged  for  16  yards  of  linen  in  England,  and  for 
£0  in  Germany.  They  will  now  exchange  for  the  same 
number  of  yards  of  linen  in  both.  For  what  number  ?  If 
for  15  yards,  England  will  be  just  as  she  was,  and  Germany 
will  gain  all.  If  for  20  yards,  Germany  will  be  as  before, 
and  England  will  derive  the  whole  of  the  benefit.  If  for  any 
number  intermediate  between  15  and  20,  the  advantage 
will  be  shared  between  the  two  countries.  If,  for  example, 
10  yards  of  cloth  exchange  for  IS  of  linen,  England  will 
gain  an  advantage  of  3  yards  on  every  15,Gt%ttciiasi.^"  V^J\ 
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save  2  out  of  every  20,  The  problem  is,  what  are  tlie 
causes  which  determine  the  proportion  in  which  the  eloth 
of  England  and  the  linen  of  Germany  will  exchange  for 
each  other. 

**  As  exchange  valne,  in  tins  case  as  in  every  other,  is 
proverbially  fliictnating,  it  does  not  matter  what  we  suppose 
it  to  be  wlien  we  begin :  we  shall  soon  see  whether  thqre 
be  any  fixed  point  about  which  it  oscillates,  which  it  has  a 
tendency  always  to  approach  to,  and  to  remain  at.  Let  ns 
suppose,  then,  that  by  the  eifect  of  what  Adam  Smith  calls 
the  higgling  of  the  market,  10  yards  of  clotlu  in  both  coun- 
tries, exchange  for  17  yards  of  linen. 

"Tlie  deniiind  for  a  commodity,  that  is,  the  quantity  of 
it  which  can  find  a  purchasei",  varies,  as  we  have  before  re- 
marked, according  to  the  price.  In  Germany  the  price  of 
10  yards  of  cloth  is  now  17  yards  of  linen,  or  whatever 
quantity  of  money  is  equivalent  in  Germany  to  17  yards  of 
linen.  Now,  tliat  being  tlie  price,  there  is  some  particular 
number  of  yards  of  cloth,  which  will  be  in  demand,  or  will 
find  purchasers,  at  that  price,  Tliere  is  some  given  quan- 
tity of  cloth,  more  than  which  conld  not  be  disposed  of  at 
that  price ;  less  than  wliich,  at  that  price,  would  not  fully 
satisty  the  demand.  Let  us  suppose  tills  quantity  to  be 
1000  times  10  yards. 

'*  Let  us  now  turn  our  attention  to  Englr.nd.  There 
the  price  of  17  yards  of  linen  is  10  yards  of  cloth,  or  what- 
ever quantity  of  money  is  equivalent  in  England  to  10  yards 
of  cloth.  Tliere  is  some  particular  number  of  yards  of  linen 
which,  at  that  price,  will  exactly  satisfy  the  demand,  and 
no  more.  Let  us  suppose  that  this  number  is  1000  times 
17  yards. 

"  As  17  yards  of  linen  are  to  10  yards  of  cloth,  so  are 
1000  times  17  yards  to  1000  times  10  yards.  At  the  exist- 
ing exchange  value,  the  linen  which  England  requires  will 
exactly  pay  for  the  quantity  of  clotli  which^  on  the  same 
terms  of  interchange,  Germany  requires.  The  demand  on 
each  side  Is  pi*cciscly  sufficient  to  carry  off  the  supply  on 
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the  other,  Tlie  conditions  required  by  the  principle  of  de- 
mand and  supply  are  fulfiUedj  and  the  two  comniodities 
will  eontinne  to  he  interchanged,  as  we  Bvipposed  tbeui  to 
he,  in  the  ratio  of  17  yards  of  linen  for  10  yards  of  cloth. 

"  But  onr  suppositions  might  have  been  different.  Sup- 
pose that,  at  the  assnmed  rate  of  interchange,  England  had 
been  disposed  to  consume  no  gi^eater  quantity  of  linen  than 
800  times  17  yards ;  it  is  evident  tliat,  at  the  rate  supposed, 
this  would  not  have  sufficed  to  pay  tor  the  1000  tunes  10 
yards  of  cloth  which  we  have  supposed  Gennany  to  require 
at  tiie  assumed  value.  Gennany  would  be  able  to  procure 
no  more  tlian  800  times  10  yards  at  tliat  price-  To  procure 
the  remaining  200,  wlxich  ehe  would  have  no  means  of  doing 
but  by  bidding  higher  for  them,  she  would  offer  more  tlian  17 
yards  of  linen  in  excliange  for  10  yards  of  cloth :  let  us  sup- 
pose her  to  offer  18.  At  this  price,  perhajB,  England  would 
be  inclined  to  purchase  a  greater  quantity  of  linen.  She 
would  consume,  possibly,  at  that  price,  900  times  18  yards. 
On  the  other  hand,  cloth  having  risen  in  price,  the  demand 
of  Germany  for  it  would  proba!)ly  have  diminished.  If,  in- 
stead of  1000  times  10  yards,  she  is  now  contended  with  900 
times  10  yards,  these  %vill  exactly  pay  for  the  900  times  18 
yards  of  linen  wbieh  England  is  willing  to  take  at  the  al- 
tered price :  the  demand  on  each  side  will  again  exactly 
suffice  to  take  off  the  corresponding  sujiply  ;  and  10  yards 
for  18  will  be  the  rate  at  w^hich,  in  both  countries,  cloth 
will  exchange  for  linen. 

"  Tlie  converse  of  all  this  would  have  liappened,  if,  in- 
stead of  800  times  17  yards,  we  had  supposed  that  England, 
at  the  rate  of  10  for  17,  would  have  taken  1200  times  17 
yards  of  linen.  In  this  case,  it  is  England  whose  demand  is 
not  fully  supplied ;  it  is  England  who  by  bidding  for  more 
linen,  will  alter  the  rate  of  interchange  to  her  own  disadvan- 
tage; and  10  yards  of  cloth  will  fall,  in  both  countries,  he- 
low  the  value  of  17  yards  of  linen.  By  this  fall  of  cloth,  or 
what  is  the  same  thing,  this  rise  of  linen,  the  demand  of 
Germany  for  cloth  will  increase,  and  t\ie  dextv^w^  oS.  ^w^- 
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land  for  linen  will  dimiiiicih,  till  the  rate  of  interfliange  has 
60  adjusted  it&elf  that  the  clotli  and  the  linen  will  exaetly 
pay  for  one  another  ;  and  ^vhen  once  thits  point  is  attained, 
vahies  will  remain  without  further  alteration, 

^*  It  may  be  considi^redj  tkereforCj  as  established,  that 
when  two  countries  trade  together  in  two  commodities,  the 
exchange  value  of  these  commodities  relatively  to  each 
other  will  adjust  itself  to  the  iuchnations  and  circumstances 
of  the  consumers  on  both  sideSj  in  such  manner  that  the 
quantities  required  by  each  country,  of  the  articles  which  it 
imports  from  its  neighbom'j  shall  be  exactly  sufficient  to  pay 
for  one  anotlier.  As  the  inclinations  and  cii-cumstances  of 
consumers  cannot  be  reduced  to  any  rule,  so  neither  can  the 
proportions  in  which  the  two  commodities  will  be  inter- 
changed. We  know  that  the  limits  within  which  the  varia- 
tion is  confined,  are  the  ratio  between  their  costs  of  produc- 
tion in  the  one  country,  and  the  ratio  between  their  costs  of 
production  in  the  other.  Ten  yards  of  cloth  cannot  exchange 
for  more  than  20  yards  of  linen,  nor  for  less  than  15.  But 
they  may  exchange  for  any  intermediate  number.  The  ra- 
tios, therefore,  in  which  the  advantage  of  the  trade  may  be 
divided  between  the  two  nations,  are  various.  Tlie  circum- 
stances on  which  the  proportionate  share  of  eacli  country  more 
remotely  depends,  admit  only  of  a  very  general  indication. 

"It  is  even  possible  to  conceive  an  extreme  case,  in 
which  the  whole  of  the  advantage  resulting  from  the  inter- 
change would  be  reaped  by  one  party,  the  other  country  gain- 
ing nothing  at  alb  Tliere  is  no  absurdity  in  the  hypothesis 
that,  of  some  given  commodity,  a  certain  quantity  is  all 
that  is  wanted  at  any  price ;  and  that,  wlien  that  quantity 
is  obtained,  no  fall  in  the  exchange  value  would  induce 
other  consumers  to  come  forward,  or  those  who  are  already 
supplied,  to  tate  more.  Let  us  suppose  that  tliis  is  the  case 
in  Germany  with  cloth.  Before  her  trade  with  England 
commenced,  when  10  yards  of  cloth  cost  her  as  much  labour 
as  30  yards  of  linen,  she  nevertheless  consumed  as  much 
cloth  as  she  wanted  under  any  circumstances,  and,  if  she 
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could  obtain  it  at  the  rate  of  10  yards  of  clotli  lor  15 
of  linen,  she  would  not  consimie  moi*e.  Lot  tliis  tixtsd 
quantity  be  1000  times  10  yards.  At  the  rate,  however,  of 
10  for  20j  England  would  w'ant  more  linen  than  w'onld  be 
equivalent  to  this  quantity  of  eloth.  Slic  would,  conse- 
quently, ofter  a  higher  value  for  linen;  or,  what  is  the  same 
thing,  she  would  offer  her  clotli  at  a  cheaper  rate.  But,  as 
by  no  lowering  of  the  value  could  she  prevail  on  Germany 
to  take  a  greater  quantity  of  cloth,  there  would  he  no  limit 
to  the  rise  of  linen  or  fall  of  cloth,  until  the  demand  of 
England  for  linen  was  reduced  by  the  rise  of  its  value,  to 
the  quantity  which  1000  times  10  yards  of  clotli  would  pur- 
chase. It  might  be,  that  to  produce  this  diminution  of  tlie 
demand  a  less  fall  would  not  suffice  than  that  which  would 
make  10  yards  of  cloth  exchange  for  15  of  linen,  Germany 
would  then  gain  the  whole  of  the  advantage^  and  England 
would  be  exactly  as  she  was  before  the  trade  commenced. 
It  would  be  for  the  interest,  however,  of  Germany  herselt*  to 
keep  her  linen  a  little  below  the  value  at  whi<h  it  could  be 
produced  in  England,  in  order  to  keep  herself  from  being 
supplanted  by  the  home  producer.  England,  therefore, 
woukl  always  benefit  in  some  degree  by  the  existence  of 
the  trade,  though  it  might  be  a  very  triiling  one." 

In  this  statement,  I  conceive,  is  contained  the  fii-st  ele- 
mentary principle  of  International  Values.  I  have,  as  is 
indispensable  in  such  abstract  and  hypothetical  cases,  sup- 
posed  the  circumstances  to  be  much  less  complex  than  they 
really  are :  in  the  tirat  place,  by  suppressing  the  cost  of 
carriage:  next,  by  sujjposing  that  there  are  only  two  coun- 
tries trading  togetlu^r ;  and  lastly,  that  they  trade  only  in 
two  conmiodities.  To  render  the  exposition  of  the  principle 
complete,  it  is  necessary  to  restore  the  various  circumBtauces 
thus  temporarily  left  out  to  simplify  the  argument.  Those 
who  are  accustomed  to  any  kind  of  scicntilic  investigation 
will  probably  see,  without  formal  proof,  that  the  introduc- 
tion of  these  circumstances  cannot  alter  the  theoiy  of  the 
subject.     Trade  among  any  number  of  counttm^  ^ti^  vcl^otcj 
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number  of  coramoditieSj  must  take  place  on  the  same  essen- 
tial principles  as  trade  between  two  comitries  and  in  two 
commodities.  Introducing  a  greater  number  of  agents  pre- 
cisely similar,  cannot  eliaii^e  tbe  law  of  tbeir  action ,  no 
more  tlian  patting  additional  weights  into  the  two  scales 
of  a  balance  altei'S  the  law  of  gravitation.  It  alters  nothing  i 
bat  tbe  numerical  results.  For  more  complete  satisfaction, 
however,  we  will  enter  into  the  complex  cases  with  tbe 
same  particularity  with  which  we  have  stated  tbe  simpler 
one. 


I 


§  3.  First,  let  us  introduce  the  element  of  cost  of  car- 
riage.  The  chief  difference  will  then  be,  that  tbe  cloth  and 
the  linen  will  no  longer  exchange  for  each  other  at  precisely 
the  same  rate  m  both  comitries.  Linen,  having  to  be  car- 
ried to  England,  will  be  dearer  there  by  its  cost  of  carriage ; 
and  cloth  will  be  dearer  in  Germany  by  the  cost  of  carrying 
it  from  England.  Linen,  estimated  in  cloth,  will  be  dearer 
in  England  than  in  Germany,  by  the  cost  of  carriage  of  both 
articles  :  and  so  will  cloth  in  Germany,  estimated  in  linen. 
Suppose  that  the  cost  of  carriage  of  eacii  is  equivalent  to 
one  yard  of  linen ;  and  suppose  that,  if  they  conld  have  been 
earned  without  cost,  the  terms  of  interchange  would  l^ave 
been  10  yards  of  cloth  for  17  of  linen.  It  may  seem  at  first 
that  each  country  will  pay  its  own  cost  of  carriage ;  that  is,  ■ 
tlie  carriage  of  the  article  it  imports ;  that  in  Germany  10 
yards  of  cloth  will  exchange  for  18  of  linen,  namely,  the 
original  17,  and  1  to  cover  the  cost  of  cairiage  of  the  cloth  ; 
while  in  England,  10  yards  of  cloth  will  only  purchase  16 
of  linen,  1  yard  being  deducted  for  tbe  cost  of  carriage  of 
tbe  linen.  This,  however,  cannot  be  affirmed  with  certain- 
ty ;  it  will  only  bo  true,  if  tbe  linen  which  the  English  con- 
supiers  would  take  at  the  price  of  10  for  Ifl,  exactly  pays  for 
the  cloth  which  the  German  consumers  would  take  at  10 
for  18.  The  values,  whatever  they  are,  must  establish  this 
equilibrium.  No  absolute  rule,  therefore,  can  be  laid  down 
for  the  division  of  the  cost,  no  more  than  for  the  division  of 
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the  advantage :  and  it  does  not  follow  that  in  whatever 
ratio  the  one  is  divided,  the  other  will  be  divided  in  the 
same.  It  is  impossible  to  say,  if  the  cost  of  carriage  eould 
be  annihilated,  whether  the  producing  or  the  importing 
country  would  be  most  benefited.  This  would  depend  on 
the  play  of  international  demand. 

Cost  of  cari'iage  ha§  one  effect  more.  But  for  it,  every 
commodity  would  (if  trade  be  t5U]ipoBed  free)  be  either  regu- 
larly imported  or  regularly  exported.  A  country  w^ould 
make  nothing  for  itself  winch  it  did  not  also  make  for  other 
countries.  But  in  consequence  of  cost  of  carriage  there  are 
many  thingSj  especially  hnlky  articles,  wdiich  every,  or  al- 
most every  country  produces  within  itself.  After  exporting 
the  things  in  winch  it  can  employ  itself  most  advantj^eons- 
ly,  and  importing  those  in  which  it  is  under  the  greatest 
disadvantage,  there  are  many  lying  between,  of  wliich  the 
relative  cost  of  production  in  that  and  in  other  countries  dif- 
fers so  littlCj  that  tlie  cost  of  carriage  would  absorb  more 
than  the  whole  saving  in  cost  of  production  which  would  be 
obtained  by  importing  one  and  exporting  another.  This  is 
the  case  with  numerous  commodities  of  common  consump- 
tion ;  including  the  coarser  qualities  of  many  articles  of  food 
and  manufacture,  of  which  tlie  finer  kinds  are  the  subject 
of  extensive  inteimational  traffic. 

§  4.  Let  us  now  introduce  a  greater  number  of  commod- 
ities than  the  two  we  liave  hitherto  supposed.  Let  cloth  and 
linen,  however,  be  still  the  articles  of  wliich  the  compara- 
tive cost  of  production  in  England  and  in  Germany  difter 
tlie  most ;  so  that  if  they  w^ere  confined  to  two  commodities, 
these  woukl  be  the  two  which  it  would  be  most  their  inter- 
est to  exchange-  We  w-ill  now  again  omit  cost  of  carriage, 
which,  having  been  shoi?^TL  not  to  affect  the  essentials  of  tlie 
question,  does  but  embarrass  unnecessarily  the  statement 
of  it.  Let  us  suppose,  then,  that  the  demand  of  England  for 
3inen  is  either  so  much  greater  than  that  of  Germany  for 
cloth,  or  so  much  more  extensible  by  ^Ww^TL^^'Si^  \k^\-  '^ 
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England  had  no  coinmodity  but  elotli  whieli  GcrrtiHTiy 
would  take,  the  demand  of  Enghiiid  would  force  up  the 
terms  of  interchange  to  10  yaixis  of  eloth  tor  onl}'  16  of 
linenj  so  that  Eugland  would  gain  only  the  ditference  be- 
tween  15  and  16,  Germany  the  difterenee  between  16  and 
20,  But  let  us  now  sui>pose  that  England  has  also  another 
commodityj  Bay  iron,  which  m  in  demand  in  Germany,  and 
tliat  the  quantity  of  iron  wdiich  is  of  equal  ralne  in  England 
with  10  yards  of  cloth,  (let  ue  call  this  quantity  a  hundred 
weight)  wiU,  il'  produced  in  Germany,  cost  as  much  labour 
as  IS  yards  of  linen j  m  that  if  oiiered  by  England  for  17,  it 
will  undersell  the  German  producer.  In  tlicse  cii-cum- 
Btances,  linen  will  not  be  forced  up  to  the  rate  of  16  yards 
for  10  of  cloth,  but  will  stopj  suppose  at  17  ;  for  althougli,  at 
that  rate  of  interchange,  Germany  will  not  take  euough 
cloth  to  pay  for  all  the  Hnen  required  by  England,  she  will 
take  iron  for  the  remainder,  and  it  is  the  same  thing  to 
England  whether  she  gives  a  hundi^ed  weight  of  iron  or  10 
yards  of  cloth,  both  being  made  at  the  same  cost.  If  we 
now  superadd  coals  or  cottons  on  the  side  of  England,  and 
wine^  or  corn,  or  timber,  on  the  side  of  Germany,  it  will 
make  no  difference  in  the  principle,  llic  exports  of  each 
country  must  exactly  pay  for  the  imports ;  meaning  now 
the  aggregate  exports  and  imports,  not  those  of  particular 
commoditieB  taken  singly.  The  produce  of  fifty  days  Eng- 
lish labour,  w^hether  in  cloth,  coals,  iron,  or  any  other  ex- 
ports, will  exchange  for  tlic  produce  of  forty,  or  fifty,  or 
sixty  days  German  labour,  in  linen,  wine,  com,  or  timber, 
according  to  the  international  demand.  There  is  some  pro- 
portion at  which  the  demand  of  the  two  countries  for  ea^-h 
other's  products  will  exactly  correspond  ;  so  that  the  things 
supplied  by  England  to  Germany  will  be  completely  paid 
for,  and  no  more,  l>y  tliose  supplied  by  Germany  to  Eng- 
land. This  accordingly  will  be  the  ratio  in  which  the  prod- 
uce of  Englisli  and  the  produce  of  German  labour  will  ex- 
change fin^  one  another. 

I/y  there fore^  it  be  asked  what  country  draws  to  itself  th 
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greatest  sliare  of  the  advantage  of  any  trade  it  carries  ou, 
tlie  answer  is,  the  comitry  fur  wlioise  productions  there  is  in 
other  countries  the  gi'eatest  demand,  and  a  demand  the 
most  susceptible  of  increase  from  additional  cheajmess.  In 
so  far  as  the  productions  of  any  country  possess  this  proper- 
ty, the  country  obtains  all  foreign  commodities  at  less  cost. 
It  gets  its  imports  cheaper,  the  greater  the  intensity  of  tlie 
demand  in  foreign  countries  for  its  exports.  It  also  gets  its 
imports  cheaper,  tlie  less  tlie  extent  and  intensity  of  its  own 
demand  for  them.  The  market  is  cheapest  to  tliose  whose 
demand  is  Bmall,  A  country  which  desires  few  foreign  pro- 
ductions, and  only  a  limited  quantity  of  them,  wiitle  its  own 
commodities  are  in  great  request  in  foreign  countries,  will 
obtain  its  limited  imports  at  extremely  small  cost,  that  is, 
in  exchange  for  the  produce  of  a  very  small  quantity  of  its 
labour  and  capital. 

Lastly,  having  introduced  more  than  the  original  two 
commodities  into  the  hypothesis,  let  us  also  introduce  more 
than  the  origirial  two  countries.  After  the  demand  of  Eng- 
land for  the  hnen  of  Germany  lias  raised  the  rate  of  inter- 
change to  10  yards  of  cloth  for  16  of  hnen,  suppose  a  trade 
opened  between  England  and  some  other  country  w^hich 
also  exports  linen.  And  let  us  suppose  that  if  England  liad 
no  trade  but  with  this  third  country,  the  play  of  interna- 
tional  demand  would  enable  her  to  obtain  trom  it,  for  10 
yards  of  cloth  or  its  equivalent,  17  yards  of  linen.  Slie  evi- 
dently woiUd  not  go  on  buying  linen  from  Germany  at  the 
former  rate  :  Germany  would  be  undersold,  and  must  con- 
sent to  give  17  yards,  like  the  other  country.  In  this  ease, 
thb  cirenmstaneeB  of  production  and  of  demand  in  the  thit-d 
country  are  supposed  to  be  in  themselves  more  advantageous 
to  England  than  the  circumstances  of  Germany  ;  but  this 
supposition  is  not  necessary  :  we  might  supfjose  that  if  the 
trade  with  Germany  did  not  exist,  England  would  be 
obliged  to  give  to  the  other  country  the  same  advantageous 
terms  which  s!ie  gives  to  Germany  ;  10  yards  of  cloth  for 
16,  or  even  less  than  16,  of  linen.     Even  ^o,  t\\^  oi^^imw^  OkS. 
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the  third  ecmntry  makes  a  great  difference  in  favour  of  Eng- 
laiul  Tliei-e  is  now  a  double  niarket  fur  Englisli  exports, 
while  the  demand  of  England  for  linen  is  only  what  it  w*as 
before.  This  necessarily  obtains  tor  England  more  advan- 
tageons  terms  of  interchange.  The  two  countries,  requiring 
much  more  of  her  prod  nee  than  was  required  by  either 
alone,  must,  in  order  to  obtnin  it,  force  an  increased  demand 
for  theh'  exports,  by  oiieriiig:  them  at  a  lower  value. 

It  deserves  notice,  tliat  thi^  effect  in  favour  of  England 
from  the  opening  of  another  market  for  her  expoiis,  will 
equally  be  produced  even  though  the  country  from  which 
the  demand  corner  should  have  nothing  to  sell  wlueh  Eng- 
land is  willing  to  take.  Suppose  that  the  third  country, 
though  requiring  cloth  or  iron  from  England,  produces  no 
lineUj  nor  any  other  ai^:icle  Avhich  m  in  demand  there.  She 
however  produces  exportable  articles,  or  she  would  have  no 
means  of  papng  for  imports :  her  exports,  though  not  suit- 
able to  the  English  consumerj  can  find  a  market  somewhere. 
As  we  are  only  supposing  tlu-ee  countries,  we  must  assume 
her  to  find  this  market  in  Germany,  and  to  pay  for  what  she 
imports  from  England  by  orders  on  her  German  customers. 
Germany,  therefore,  besides  having  to  pay  for  her  own  im- 
ports, now  owes  a  debt  to  England  on  aecoimt  of  the  third 
country,  and  the  means  for  both  purposes  must  be  derived 
from  lier  exportable  produce.  She  must  therefore  tender  that 
produce  to  England  on  terms  sufficiently  favourable  to  force 
a  demand  equivalent  to  this  double  debt.  Everything  will 
take  place  preci!:iely  as  if  the  third  country  had  bought  Ger- 
man produce  with  ber  own  goods,  and  offered  that  produce 
to  England  in  exchange  for  hers.  Tliere  is  an  increased 
demand  for  Englisli  goods,  for  which  German  goods  have 
to  furnish  the  payment ;  and  this  can  only  be  doue  by  for- 
cing an  increased  demand  for  them  in  England,  that  is,  by 
lowering  their  value.  Thus  an  increase  of  demand  for  a  coun- 
try's exports  in  any  foreign  country,  enables  her  to  obtain 
more  elica]>ly  e%'en  those  imports  whicli  she  procures  from 
other  quarters.     And  conversely,  an  increase  of  tier  own 
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demand  for  any  foreign  coininodity  compels  her,  cwtens 
paniua^  to  pay  dearer  for  all  foreign  cummodities. 

The  la\¥  which  we  have  now  illustrated,  may  be  appro- 
priately named,  the  Equation  of  Interaatioiial  Demand.  It 
may  be  concisely  stated  a^  follows.  The  produce  of  a  coun- 
try exchanges  for  the  produce  of  other  conntries,  at  tsuch 
values  as  are  required  in  order  that  the  whole  of  her  exports 
may  exactly  pay  for  the  whole  of  her  imports.  This  law 
of  International  Values  is  but  an  extension  of  the  more 
general  law  of  Yalue,  which  we  called  the  Equation  of  Sup- 
ply and  Demand.*  We  have  seen  that  the  value  of  a  com- 
iBodity  always  so  adjusts  itself  as  to  bring  the  demand  to 
the  exact  level  of  the  supply.  But  all  trade^  either  between 
nations  or  individuals,  is  an  interchange  of  conunodities, 
in  which  the  things  tliat  they  respectively  have  to  sell,  con- 
stitute also  their  means  of  purchase :  the  supply  brought  by 
the  one  constitutes  his  demand  for  what  is  brought  by  the 
other.  So  that  supply  and  demand  are  but  anotlier  expres- 
sion for  reciprocal  demand :  and  to  say  that  value  will  ad- 
just itself  so  a^  to  equalize  demand  with  supply,  is  in  fact 
to  say  that  it  will  adjust  itself  so  as  to  equalize  the  demand 
on  one  side  with  the  demand  on  the  other. 


§  5.  To  trace  the  consequences  of  this  law  of  Interna- 
tional Values  through  their  wide  raraifications,  would  occu- 
py more  space  tlian  can  be  here  devoted  to  such  a  purpose. 
But  there  is  one  of  its  applications  which  I  will  notice,  as 
being  in  itself  not  unimportant,  as  bearing  on  the  question 
which  will  occupy  us  in  the  next  chapter,  and  especially  as 
conducing  to  the  more  ftdl  and  clear  imderstanding  of  the 
law  itself. 

We  have  seen  that  the  value  at  which  a  country  pur- 
chases a  foreign  commodity,  does  not  conform  to  the  cost 
of  production  in  tlie  country  from  which  the  commodity 
comes-  Suppose  now  a  change  in  tliat  cost  of  production ; 
an  improvement,  for  example,  in  the  process  of  manufacture. 
*  Supm,  book  iii.  cTaap,  u,  ^  4. 
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Will  the  benefit  of  the  impro^^eDient  be  fully  partici^ 
by  other  coiintrieB  ?  Will  the  coinniodity  be  Bold  as  miicL 
cheaper  to  ibreigners,  as  it  is  produced  cheaper  at  home  i 
This  que&tiou,  and  the  coiisideriitious  winch  must  be  entered 
into  in  order  to  resolve  it,  are  well  adapted  to  try  the  worth 
of  the  theory.  I 

Let  us  first  suppose,  that  tlie  improvement  is  of  a  nature  " 
to  create  a  new  branch  of  export :  to  make  foreigBers  resort 
to  the  country  for  a  conmiodity  which  they  had  previously  ■ 
produced  at  home.  On  this  supposition,  the  foreign  demand 
for  the  productions  of  the  comitry  is  increased  ;  which  ne- 
cessarily alters  the  international  values  to  its  advantage,  and 
to  the  disadvantage  of  foreign  countries,  who,  therefore, 
though  they  participate  in  the  benefit  of  the  new  product, 
must  purchase  tliat  benefit  by  paying  for  all  the  other  pro- 
ductions of  the  eountiy  at  a  dearer  rate  than  before.  How 
much  dearer,  will  depend  on  tlie  degree  necessary  for  re- 
establishing,  under  these  new  conditions,  the  Equation  of 
International  Demand.  These  consequences  follow  in  a 
very  obvious  manner  from  the  law  of  international  values, 
and  I  shall  ]iot  occupy  space  in  illustrating  them,  but  shall 
pass  to  the  more  frequent  case,  of  an  improvement  which 
does  not  create  a  new  article  of  export,  but  lowers  the  cost 
of  production  of  something  which  the  coimtry  already  ex- 
ported. 

It  being  advantageous,  in  discussions  of  this  complicated 
nature,  to  employ  defiiute  numerical  amounts,  we  shall  re- 
tiim  to  our  original  example.  Ten  yards  of  cloth,  if  ])ro- 
duced  in  Germany,  would  require  the  same  amount  of  la- 
bour and  capital  as  twenty  yards  of  linen  ;  but,  by  the  j>lay 
of  international  demand,  they  can  be  obtained  from  Enjxland 
for  seventeen.  Suppose  now,  tliat  by  a  meclianical  improve- 
ment made  in  Germany,  and  not  capable  of  being  trans- 
ferred  to  England,  the  same  quantity  of  labour  and  capital 
which  produced  twenty  yards  of  linen,  is  enabled  to  pru- 
duce  thirty.  Linen  ftills  one- third  in  value  in  the  Geiinau 
juBj'ketj  as  compared  with  other  commodities  produced  iu 
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Germany,  Will  it  also  fall  one-tliird  as  compared  with 
English  cloth,  thiis  giving  to  England,  in  common  witli 
Germany,  the  full  benefit  of  the  improvement  ?  Or  (oiiglit 
we  not  rather  to  &ay)j  since  the  cost  to  England  of  ohtaining 
linen  was  not  regulated  by  the  cost  to  Germany  of  produe- 
ing  it,  and  since  England,  ai-cordingly,  did  not  get  the  entire 
benefit  even  of  the  twenty  yards  which  Germany  could 
have  given  for  ten  yards  of  cloth,  but  ouly  obtained  seven- 
teen— >vhy  should  ehe  nL>w  obtain  more,  merely  because  this 
theoretical  limit  is  removed  ten  degrees  further  off? 

It  IS  evident  that  in  the  outset,  the  improvement  will 
lower  the  value  of  linen  in  Germany,  in  relation  to  all  other 
commodities  in  the  Gertnan  market,  including,  among  the 
rest,  even  the  imported  commodity,  cloth.  If  10  yards  of 
cloth  previously  exchanged  for  17  yards  of  linen,  they  wnll 
now  exchange  for  half  as  much  n)ore,  or  25^  yards.  But 
whether  tliey  will  eontimie  to  do  ao,  will  depend  on  the  ciiect 
which  this  increased  cheapneBs  of  linen  produces  on  the  in- 
ternational demand.  The  demand  for  liuen  in  England 
could  scarcely  fail  to  be  in(*reaacd.  But  it  might  be  in- 
creased either  in  proportion  to  the  cheapness,  or  in  a  greater 
|>roportion  than  the  cheaimess,  or  in  a  less  proportion. 

If  the  demand  was  increased  in  tlie  same  proportion  with 
the  cheapness,  England  would  take  as  many  times  25^  yards 
of  linen,  as  the  number  of  times  17  yards  w^hich  she  took 
previously.  She  would  expend  in  linen  exactly  as  much  of 
cloth,  or  of  the  equivalents  of  cloth,  as  much  in  short  of  the 
collective  income  of  her  people,  as  she  did  before.  Ger- 
numy,  on  her  part,  would  probably  require,  at  that  rate  of 
interchange,  the  same  quantity  of  cloth  as  before,  because  it 
would  in  reality  cost  her  exactly  as  much ;  25^  yards  of 
linen  being  now  of  the  same  value  in  her  market,  as  17 
yards  were  before.  In  this  case,  therefore,  10  yards  of  cloth 
for  25|  of  linen  is  the  rate  of  interchange  which  under  these 
new  conditions  w^-juld  restore  the  equation  of  interuational 
demand  ;  and  England  would  obtain  linen  one-third  cheaper 
tlian  before,  being  the  same  advantage  as  was  <jfo\miSi.^  \^^  . 
Germ  an  V.  ] 
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It  might  happen^  however,  that  this  great  cheapening 
of  linen  would  increase  the  demand  for  it  in  England  in  a 
greater  I'atio  than  the  increase  of  cheapness ;  and  that  if  she 
before  wanted  1000  times  17  yards,  she  would  now  require 
more  than  1000  times  25^  yards  to  satisfy  her  demand,     if 

the  equation  of  international  demand  cannot  estabhsh 


so 


itself  at  that  rate  of  interchange  ;  to  pay  for  the  linen  Eng- 
land ninst  ofter  cloth  on  more  advantiigeous  terms :  say,  for 
example,  10  yards  for  21  of  linen  ;  so  that  England  w^ill  not 
have  the  full  l)enef]t  of  the  impro\'enient  in  the  production 
of  linen,  while  Germany,  in  addition  to  that  benufitj  will 
also  pay  less  for  clotli.  But  again,  it  is  possible  that  Eng- 
land might  not  desire  to  increase  her  consuinption  of  linen 
in  even  so  great  a  proportion  as  that  of  the  increased  cheap- 
ness ;  she  miglit  not  desire  so  great  a  quantity  as  1000  times 
25^  yardti :  and  in  that  case  Germany  must  force  a  demand^ 
by  ofiering  more  than  25^^  yards  of  linen  for  10  of  cloth; 
linen  will  be  cheapened  in  England  in  a  still  greater  degree 
than  in  Germany ;  while  Germany  will  obtain  cloth  on 
mure  unfavourable  tcnns,  and  at  a  higlier  exchange  value 
tluin  before. 

After  what  has  already  been  said,  it  is  not  necessary  to 
particularize  the  manner  in  which  these  rcanlts  might  be 
modified  by  introducing  into  the  hypothesis  other  countries 
and  other  commodities.  There  is  a  further  circnmstance  by 
which  they  may  also  be  modified.  In  the  case  supposed, 
tlie  consumers  of  Germany  have  had  a  part  of  their  incomes 
set  at  liberty  by  the  increased  cheapness  of  linen,  which 
tliey  may  indeed  expend  in  increasing  their  consumption 
of  that  article,  but  which  they  may,  likewise,  expend  in 
other  articles,  and  among  others,  in  cloth  or  other  imi>ort.ed 
commodities.  This  would  be  an  additional  element  in  the 
international  demand,  and  would  modify  more  or  less  the 
terms  of  interchange. 

Of  the  three  possible  varieties  in  the  influence  of  cheap- 
ness on  demand,  which  is  the  moi-e  probable— that  the  de- 
tnaQd  would  be  increased  more  than  the  cheapness,  ae  much 
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as  the  cheapness,  or  less  than  the  elieapness?  Tiiis  depends 
on  the  nature  of  the  partk-iihir  commtHlity,  and  on  the  rastes 
of  piirehasers.  When  the  coromoditj  is  one  in  general  re- 
quest,  and  the  fall  of  its  price  hrinorg  it  within  the  reach  of 
a  much  larger  class  of  incomes  than  before,  the  demand  is 
often  increased  in  a  greater  ratio  than  the  fall  of  price,  and 
a  larger  sum  of  money  is  on  the  whole  expended  in  the  ar- 
ticle. Such  was  the  case  with  coflee,  when  its  price  waB 
lowered  by  successive  reductions  of  taxation ;  and  such 
would  probably  be  the  case  with  sugar,  wine,  and  a  large 
class  of  commodities  which,  though  not  necessaries,  are 
largely  consumed,  and  in  which  many  consumers  indulge 
when  the  articles  are  cheap  and  ecouoniizc  wlien  they  are 
dear.  But  it  more  frequently  happens  that  when  a  com- 
modity  falls  in  price,  less  money  is  spent  in  it  than  before  : 
a  greater  quantity  is  consumed,  but  not  bo  great  a  value. 
The  consiuner  who  saves  money  by  the  cheapness  of  the  ar- 
ticlej  will  be  likely  to  expend  part  of  the  saving  in  increas- 
ing his  consumption  of  other  things :  and  miless  the  low 
price  attracts  a  large  class  of  new  purchasers  who  were 
either  not  consumers  of  the  article  at  all,  or  only  in  small 
quantity  and  occasionally,  a  less  aggregate  sum  will  be  ex- 
pended on  it.  Speaking  generally,  tlierefore,  the  third  of 
our  three  cases  is  the  must  prol>able :  and  an  improvement 
in  an  exportable  article  is  likely  to  be  as  beneficial  (if  not 
more  beneficial)  to  foreign  coimtries,  as  to  the  coimtry 
where  the  article  ie  produced. 

g  6.  Thus  far  had  the  theory  of  international  valuea 
teen  caiTied  in  the  first  and  second  editions  of  this  work. 
But  intelligent  criticisms,  and  subsequent  fnrther  investiga- 
tion, have  shown  that  the  doctrine  stated  in  the  preceding 
pages,  though  correct  as  far  as  it  goes,  is  not  yet  tlie  com- 
plete theory  of  the  subject  matter. 

I  It  has  been  shown  that  the  exports  and  imports  between 
the  two  countries  (or,  if  we  suppose  more  than  two,  between 
each  country  and  the  world)  nuist  in  tlie  aggregate  ^*d^^  i^^jiT 
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each  other,  and  miiet  therefore  be  exchanged  for  one  another 
at  sneh  Tallies  bb  will  be  compatible  with  the  equation  of 
international  demand.  That  this,  however,  does  not  furnish 
the  complete  law  of  the  phenomenon,  aiipears  from  the  fol- 
lowing consideration ;  that  several  diiiei-ent  rates  of  inter- 
national value  may  all  equally  fulfil  the  conditions  of  this 
law. 

The  guppoBition  was,  that  England  could  produce  10 
yards  of  cloth  witli  the  same  labour  as  15  of  linen,  and  Ger- 
many with  tlie  same  labour  as  20  of  linen  ;  that  a  trade  was 
opened  between  the  two  countries ;  that  England  thence- 
forth confined  her  production  to  cloth,  and  Germany  to  1 
linen  ;  and  that,  if  10  yards  of  cloth  should  thenceforth  ex- 
change  for  17  of  linen,  England  and  Germany  would  exact- 
ly supply  each  other's  demand :  that,  for  instance,  if  Eng- 
land wanted  at  that  price  17,000  yards  of  linen,  Gerniaoy 
would  want  exactly  the  10,000  yards  of  cloth,  which,  at 
that  price,  England  would  be  required  to  give  for  the  linen, 
tender  these  suppositions  it  appeared,  that  10  cloth  for  17 
linen,  would  be,  in  point  of  tact^  the  international  vahies. 

But  it  is  quite  possible  that  some  other  rate,  such  as  10 
cloth  for  18  linen,  might  also  fulfil  the  conditions  of  the 
erj nation  of  international  demand*  Suppose  that  at  this  last 
rate,  England  would  want  more  linen  than  at  the  rate  of  10 
for  17,  but  not  in  tlie  ratio  of  the  cheapness ;  that  she  would 
not  want  the  18,000  which  she  could  now  buy  with  10,000 
yards  of  cloth,  but  would  be  content  with  17,500,  for  which 
she  wouUl  pay  (at  the  new  rate  of  10  for  IS)  9722  yards  oi" 
clotli,  Germany,  again,  liaving  to  pay  dearer  for  clotli 
than  when  it  could  he  bought  at  10  for  17,  would  probabl}' 
reduce  her  consnraption  to  an  amount  below  10,000  yards, 
perhaps  to  the  veiw  same  number,  9722.  Under  these  con- 
ditions the  Equation  of  International  Demand  would  still 
exist.  Thus,  the  rate  of  10  for  17,  and  that  of  10  for  18, 
would  equally  satisfy  the  Equation  of  Demand  :  and  many 
other  rates  of  interchange  might  satisfy  it  in  like  manner 
It  is  conceivable  that  the  conditions  might  be  equally  satis- 


INTEKKATIONAL   VALUES, 


ISS 


fied  by  every  numerical  rate  wkich  eoiild  be  supposed. 
There  is  still  tliereture  a  portion  of  indetenninateneBs  in  the 
rate  at  which  the  international  values  would  adjust  them- 
selves ;  showing  that  the  wliole  of  the  inilueueing  rircuni' 
stances  cannot  yet  have  been  taken  into  the  account. 

§  T.  It  will  be  found  that  to  supply  this  deficiency,  we 
must  take  into  consideration  not  only,  as  we  have  already 
done,  the  quantities  demanded  in  cacli  country,  of  tlie  im- 
ported commodities ;  but  also  the  extent  of  the  means  of 
supplying  that  demand,  wliich  are  set  at  liberty  in  each 
country  by  tlie  change  in  the  direction  of  its  industry. 

To  illustrate  this  point  it  will  be  uecessary  to  choose 
more  convenient  numT)crs  than  those  winch  we  liave  hither* 
to  employed.  Let  it  be  supposed  tliat  in  England  100  yards 
of  cloth,  previously  to  the  trade,  exclianged  for  100  of  linen, 
but  that  in  German}^  100  of  clotli  exchanged  for  200  of 
linen.  When  the  trade  was  opened,  England  would  supply 
cloth  to  Germany,  Germany  linen  to  England,  at  an  ex* 
cliange  value  which  wonkl  depend  partly  on  the  element  ab 
ready  discussed,  viz,  the  comparative  degree  in  which,  in 
the  two  eountriesj  increased  cheapness  operates  in  increasing 
the  demand  ;  and  partly  on  gome  other  element  not  yet 
taken  into  account.  In  order  to  isolate  this  unknown  ele- 
ment, it  w^ill  be  necessary  to  make  some  definite  and  invari- 
able supposition  in  regard  to  the  known  element.  Let  us 
therefore  assume,  that  tlie  influence  of  cheapness  on  demand 
conforms  to  some  simple  law,  common  to  both  countries 
and  to  both  commodities.  As  the  simplest  and  most  conve- 
nient, let  ns  suppose  that  in  both  countries  any  given  in- 
crease of  cheapness  producer  an  exactly  proportional  in- 
crease of  consumption  :  or,  in  other  words,  tliat  the  value 
expended  in  the  connnodity,  the  cost  incuiTcd  for  the  sake 
of  obtaining  it,  is  always  the  same,  whether  that  cost  aSbrds 
a  greater  or  a  smaller  quantity  of  the  commodity. 

Let  ns  now  suppose  that  England,  previously  to  the 
trade,  required  a  million  of  yards  of  lm\i\\^  \«V\\v\y  ^'et'i 
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worthy  at  the  English  cost  of  production,  a  inillion  yards 
cloth.  By  turniiig  all  the  labour  and  capital  with  which 
that  liiLco  was  producedj  to  the  production  of  cloth,  she 
would  produce  for  expurtation  a  inilliun  yards  of  cloth. 
Suppo&e  that  this  is  the  exact  quantity  which  Gerinauy  is 
accuf^tumed  to  consume.  Eugland  can  dispose  of  all  this 
cloth  in  Germany  at  the  German  price ;  bhe  must  consent 
indeed  to  take  a  Uttle  less  until  she  has  driven  the  German 
producer  from  tlie  mai'ket,  but  as  soon  as  this  is  effected, 
she  can  sell  her  million  of  cloth  lV>r  two  millions  of  lioen  ; 
being  the  quantity  that  the  German  clothiers  are  enabled  to 
make,  by  transteiTing  their  whole  labour  and  capital  from 
cloth  to  linen.  Tims  England  would  gain  the  whole  benefit 
of  the  tradCj  and  Germany  nothing/  Tliis  would  be  per- 
fectly consistent  with  the  equation  of  international  demand  : 
since  Eugland  (according  to  the  hypothesis  in  the  preceding 
paragraph)  now  requires  two  millions  of  linen  (being  able 
to  get  them  at  the  same  cost  at  which  she  previously  ob- 
tained only  one)j  while  the  prices  in  Germany  not  being  al- 
tered, Gennany  requires  as  before  exactly  a  million  of 
cloth,  and  can  obtain  it  by  employing  the  labour  and  capi- 
tal set  at  liberty  from  the  production  of  cloth,  in  producing 
the  two  millions  of  linen  required  by  England. 

Thufe  far  we  have  supposed  that  the  additional  cloth 
which  England  could  make,  by  transferring  to  cloth  the 
whole  of  the  capital  preriously  emjiloyed  in  making  linen, 
was  exactly  sufficient  to  supply  the  whole  of  Germany's 
existing  demand.  But  suppose  next  that  it  is  more  than  ■ 
sufficient.  Suppose  that  while  England  could  make  with 
her  liberated  capital  a  million  yards  of  clotli  for  exportation, 
the  cloth  which  Germany  had  heretofore  required  was 
800,000  yards  only,  equivalent  at  the  German  cost  of  pro- 
duction to  1,600,000  yards  of  linen.  England  therefore 
could  not  dispose  of  a  whole  million  of  cloth  in  Germany  at 
the  German  prices.  Yet  she  wants,  whetlier  cheai*  or  dear 
(by  our  8up})osition),  as  much  linen  as  can  be  boufrht  for  a 
million  of  cloth  ;  and  since  this  can  only  be  obtained  from 
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Germany,  or  by  tl^e  in  ore  expensive  process  of  iiroductioo 
itt  horaej  the  liolderg  of  the  million  of  cloth  will  be  forced 
by  each  otlier's  eoinpetition  to  offer  it  to  Geiincany  on  any 
teniis  (short  of  tlie  English  cost  of  production)  whiuh  will 
induce  Germany  to  take  the  whole.  What  terais  these 
would  be*  the  supposition  we  have  made  enables  us  exactly 
to  define.  The  800,000  yards  of  cloth  which  Germany  con- 
sumed, coBt  her  the  equivalent  of  1,600,000  linen,  and  that 
invariable  cost  is  what  she  is  willing  to  expend  in  cloth, 
whether  the  quantity  it  obtains  for  her  be  more  or  less. 
England  tliercforCi  to  induce  Germany  to  take  a  million  of 
cloth,  must  offer  it  for  1,600,000  of  linen.  Tlie  international 
values  will  thus  be  100  cloth  for  160  linen,  intermediate  be- 
tween tlie  ratio  of  the  costs  of  pi'odmjtion  in  England  and 
that  of  the  costs  of  production  in  Germany  ;  and  the  two 
countries  will  divide  the  benefit  of  the  trade,  England  gain- 
ing in  the  aggregate  600,000  yards  of  linen,  and  Germany 
being  richer  by  200,000  additional  yards  of  cloth. 

Let  us  now  stretch  the  last  supposition  still  farther,  and 
suppose  tliat  the  cloth  previously  cousniued  by  Germany 
was  not  only  less  than  the  million  yards  which  England  is 
enabled  to  fnmisii  by  discontinuing  her  production  of  linen, 
but  less  in  the  full  proportion  of  England's  advantage  in  the 
production,  that  is,  that  Germany  only  required  half  a  mil- 
lion. In  this  case,  by  ceasing  altogether  to  produce  cloth, 
Germany  can  add  a  million,  but  a  million  only,  to  her  pro- 
duction of  linen,  ajid  this  million  being  the  equivalent  of 
what  the  half  million  previously  cost  her,  is  all  that  she  can 
be  induced  by  any  degi^ee  of  cheapness  to  expend  in  clotli. 
England  will  be  forced  by  her  own  competition  to  give  a 
whole  million  of  chith  for  tliis  million  of  linen,  just  as  she 
was  forced  in  the  preceding  case  to  give  it  for  1,600,000. 
But  England  could  have  produced  at  the  same  coat  a  mil 
lion  yards  of  linen  for  herself  England  therefore  derives, 
in  this  case,  no  advantage  from  the  international  trade, 
Germany  gains  the  whole  ;  obtaining  a  million  of  cloth  in- 
stead of  half  a  million,  at  what  the  half  im\\\oT\  T^x<aN\wi^'^ 


138 


BOOK   m.     CHAPTER   XVIIL 


cost  her,  Germany,  in  ehortj  ig,  in  thia  third  case,  exactly 
in  the  8ame  situation  as  Enghind  was  in  the  first  case ;  which 
niaj  easily  be  verified  by  reversing  tlie  figures. 

As  a  general  result  of  tiie  three  cases,  it  may  he  laid 
down  as  a  theorem,  that  under  the  siippubition  we  have 
made  of  a  demand  exactly  in  proportion  to  the  cheapness, 
the  law  of  international  value  will  be  as  follows: — 

The  whole  of  the  cloth  which  England  c^an  make  with 
the  capital  previously  devoted  to  linen,  will  exchange  for 
tlie  whole  of  the  linen  which  Germany  can  make  with  the 
capital  previously  devoted  to  cloth. 

Or  J  still  more  generally, 

The  whole  of  the  commodities  which  the  two  countries 
can  refipeetively  juake  for  exportation,  with  the  labour  and 
capital  thrown  out  of  employment  by  importation,  will  ex- 
change against  one  another. 

This  law,  and  the  three  different  possibilities  arising 
from  it  in  respect  to  the  division  of  the  advantage,  may  be 
conveniently  generalized  by  means  of  algebraical  symbols, 
as  follows : — 

Let  the  quantity  of  cloth  which  England  can  make  with 
the  labour  and  capital  withdi'awn  from  the  production  of 
linen,  be  =  n. 

Let  the  cloth  previously  required  by  Germany  (at  the 
German  cc^t  of  production)  be  =  m. 

Then  n  of  cloth  will  always  exchange  for  exactly  2m  of 
linen. 

Consequently  if  n  —  m,  the  whole  advantage  will  be  on 
the  side  of  England. 

If  n=2m^  the  wdiole  advantage  will  be  on  tlie  side  of 
Germany. 

If  n  be  greater  than  m,  but  less  than  27«,  the  two  coun- 
tries will  share  the  advantage  ;  England  getting  2m  of  linen 
wiiere  she  before  got  only  n  ;  Gennauy  getting  n  of  cloth 
where  she  before  got  only  m. 

It  is  almost  superfluous  to  observe  that  the  figure  2 
stands  where  it  doee,  only  because  it  is  the  figure  which  ex- 
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presses  the  advantage  of  GeraiaBy  over  England  in  linen  as 
estimated  in  cloth,  and  (what  is  the  same  thing)  of  England 
over  Germany  in  clutli  as  estimated  in  linen.  If  we  liad 
supposed  that  in  Gennanj,  before  the  trade,  100  of  elutli 
exchanged  for  1000  instead  of  200  of  linen,  then  n  (after  the 
trade  commenced)  would  have  exehanged  for  10m  instead  of 
%m.  If  instead  of  1000  or  200  we  had  supposed  oidy  150, 
n  would  have  exchanged  for  only  ^m*  If  (in  fine)  the  cost 
value  of  cloth  (as  estimated  in  linen)  in  Germany,  exceeds 
the  cost  value  similarly  estimated  in  England,  iu  the  ratio 
of  p  to  qj  then  will  ?;,  after  the  opening  of  the  trade,  ex- 
chancire  for  ^'m,^ 


*  It  may  be  asked,  why  we  have  aupposed  the  nvimber  n  to  have  as  itjj  ex* 
treme  limits,  m  aod  2  m  (or  -m)^  why  may  not  n  be  lofls  than  m,  or  greater 
than  2m  ;  and  if  so,  what  will  be  the  result  ? 

Thia  we  shall  now  examine,  and  when  we  do  SO  it  will  appear  that  n  id 
always,  practically  speakings  confined  witliin  these  limits. 

Suppose  for  example  that  n  is  k-jN?  than  m  ;  or^  reverting  to  our  former 
figures,  thut  the  million  yards  of  eloth^  which  England  can  make,  will  not  satiHfy 
1^  whole  of  Germany's  pre-eiisting  demand  ;  that  demand  being  (let  us  sup- 
pose) for  l,2OU,O0r*"  yards.  It  would  the^,  at  first  sight,  appear  that  England 
wrould  aupply  German v  with  eloth  up  to  thje  extent  of  a  million ;  that  Gerniaaty 
would  oontinye  to  supply  herself  with  the  remaining  20O,0W)  by  home  produc- 
tion :  that  this  portion  of  the  supply  would  regulate  the  price  of  the  whole ;  that 
England  therefore  would  be  able  permanently  to  eell  her  million  of  cloth  at  the 
German  cost  of  production  (viz,  for  two  millions  of  linen)  and  would  gain  the 
whole  ftdvantagt*  of  the  trade,  Germany  being  no  better  off  than  before. 

That  sueh,  howuver,  would  not  be  the  practical  reanlt,  will  soon  be  GTident, 
The  residuary  demand  of  Germany  for  200,orX)  yards  of  cloth  furnishes  a  re- 
source to  England  for  purposcK  of  foreign  trade  of  which  it  m  still  her  interest 
to  avail  herself;  and  though  she  has  no  more  labour  and  capital  which  she  can 
withdraw  from  linen  for  the  production  of  this  extra  f|uantity  of  cloth,  there 
must  be  Bome  other  commodities  in  which  Germany  has  a  relative  advantage 
over  her  (though  perhaps  not  m  great  as  in  linen) :  these  she  will  now  import, 
instead  f}f  producing,  and  the  labour  and  capital  formerly  employed  in  producing 
them  will  be  tran^lerred  to  cloth,  until  the  required  amount  i.*  made  np.  If  tliia 
tranf?fer  j ust  makes  up  the  2(M),()0{>  and  no  more,  this  augmented  n  will  now  be 
etpial  to  iH  ;  England  will  sell  tlie  whole  1,200,000  at  the  German  values;  and 
will  gdll  gaJn  the  whole  advantage  of  the  trade.  But  if  the  transfer  makes  up 
more  than  the  200,000,  England  will  have  more  eloth  than  1,200,000  yank  to 
offer;  n  will  become  greater  than  wt,  and  England  must  part  m\ii  c^om^  ijtlNJsi^a 
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§  8.  We  have  now  arrived  at  what  seems  a  law  of  It 
temational  Values,  of  great  simplicity  and  generality.  But 
we  have  done  bo  by  setting  out  from  a  purely  arbitrary  liy- 
potbesis  respeeting  tbe  relation  between  demand  and  cheap- 
ness. We  have  assumed  their  relation  to  be  fixed,  though 
it  is  essentially  variable.  We  have  supposed  that  every  in-  1 
erease  of  cheapness  produces  an  exactly  proportional  exten- 
mm  uf  demand ;  m  other  words,  that  tbe  same  invariable 
value  is  laid  out  in  a  commodity  whether  it  be  cheap  or  I 
dear  ;  and  the  law  which  we  have  investigated  holds  good 
only  on  this  hypothesiSj  or  some  otlier  practically  equiva- 
lent to  it.  Let  us  now,  thereforej  combine  the  tivo  variable 
elements  of  tbe  question,  the  variations  of  each  of  which  we 
have  considered  separately.  Let  us  suppose  tlje  relation 
between  demand  and  cheapness  to  vary,  and  to  become 
such  as  would  prevent  the  rule  of  mterchange  laid  down  in 
the  last  theorem  from  satisfying  the  conditions  of  the  Equa- 
tion of  International  Demand.  Let  it  be  supposed,  for  in- 
stance, that  the  demand  of  England  for  linen  is  exactly  pro-  A 
poilional  to  the  cheapnessj  but  that  of  Germany  for  cloth,  not 
proportional.  To  revert  to  tlie  second  of  our  three  cases,  the 
case  in  which  England  by  discontinuing  the  production  of  I 
linen  could  produce  for  ex|:)ortation  a  million  yards  of  cloth, 
and  Germany  by  ceasing  to  produce  cloth  could  produce  an 
additional  1,600,000  yards  of  linen.  If  the  one  of  these  quan- 
tities exactly  cxehanged  for  the  other,  the  demand  of  Eng- 
land M^ould  on  our  present  supposition  be  exactly  satisfied, 
for  she  requires  all  the  linen  which  can  be  got  for  a  million 
yards  of  cloth  ;  but  Germany  perhaps,  though  she  required 
800,000  cloth  at  a  cost  equivalent  to  1,600,000  linen,  yet 
when  she  can  get  a  million  of  cloth  at  the  same  cost,  may 
not  require  the  whole  million  ;  or  may  require  more  than  a 
million.     First,  let  ber  not  require  so  much  ;  but  only  as 


advuDtiige  to  induce  Germany  to  take  the  surplus.     Thua  the  case  whicli  seemed 

at  first  sight  to  be  beyond  the  limits,  \s  Iraiiaforraed  practically  into  a  case  either 

coinciding  with  one  of  the  Umits  op  between  them.    And  so  with  every  other 

ea^e  whhh  c&n  be  supposed. 
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much  as  she  can  now  buy  for  1,500,000  linen.  England 
will  still  oiier  a  million  for  these  1,500^000,  but  even  this 
may  not  induce  Germany  to  take  so  nitieh  as  a  milliou ; 
and  if  England  continues  to  expend  exactly  the  same  ag- 
gregate cost  on  linen  whatever  be  the  price,  slie  will  have 
to  submit  to  take  for  ber  million  of  cloth  any  qnantity  of 
linen  (not  less  t!ian  a  million)  which  may  be  requisite  to 
induce  Germany  to  take  a  million  of  clotlu  Suppose  this 
to  be  lj400,000  yards.  England  has  now  reaped  from  the 
trade  a  gain  not  of  600,DU0  but  only  of  400,000  yards ; 
while  Germany,  besides  having  obtained  an  extra  200,- 
000  yards  of  cloth,  has  obtained  it  with  only  seven-eighths 
of  the  labour  and  capital  which  she  previously  expended  in 
supplying  herself  with  cloth,  and  may  expeud  the  remain- 
der in  increasing  her  own  consumption  of  linen,  or  of  any 
other  commodity- 
Suppose  on  the  contrary  that  Germany,  at  the  rate  of  a 
milliou  cloth  for  1,600,000  Uuen,  requires  more  than  a 
million  yards  of  elotli.  England  having  only  a  million 
which  she  can  give  without  trenching  upon  the  quantity 
she  previonsly  reserved  for  herself,  Germany  must  bid  for 
the  extra  cloth  at  a  higher  rate  than  160  for  100,  nutil  she 
reaches  a  rate  (say  170  for  100)  which  will  either  bring 
down  her  own  demand  for  cloth  to  the  limit  of  a  million,  or 
else  tempt  England  to  part  with  some  of  the  cloth  she  pre- 
viously consumed  at  home. 

Let  us  ]iext  suppose  that  the  proportionality  of  demand 
to  cheapness,  instead  of  liolding  good  in  one  country  bnt 
not  in  the  other,  does  not  hold  good  in  either  comitry,  and 
that  the  deviation  is  of  the  same  kind  in  both  ;  that,  for 
instance,  neither  of  tlie  two  increases  its  demand  in  a  de- 
gree equivalent  to  the  increase  of  cheapness.  On  this  sup- 
position, at  the  rate  of  one  million  cloth  for  1,600,000  linen, 
England  will  not  want  so  much  as  1,600,000  linen,  nor  Ger- 
many so  much  as  a  million  cloth :  and  if  they  fall  short 
of  that  amount  in  exactly  the  same  degree  ;  if  England  Qt\l^^ 
wants   linen   to  the   amount  of   iiine-teiit\\s*  oi  \^^^^^^^^^ 
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(l,440j000),  and  Germany  only  nine  Imndred  thousand  of 
clotlij  the  interchange  will  continue  to  take  place  at  tlie  same 
rate.  And  so  if  England  wants  a  tenth  more  than  1,600,- 
000,  and  Gennany  a  tenth  more  than  a  million,  Tliis 
coincidence  (which  it  m  to  be  observ^ed,  supposes  demand  to 
extend  cheapness  in  a  corresponding,  but  not  in  an  equal 
degree*)  evidently  could  nut  exist  unh'BS  by  mere  accident : 
and  in  any  otiier  case,  tlie  equation  of  international  demand 
would  require  a  dillerent  adjustment  of  international  values. 

The  only  general  law,  then,  which  can  be  laid  down,  is 
this.  The  values  at  which  a  country  exchanges  its  produce 
with  foreign  countries  depend  on  two  things :  first,  on  the 
amount  and  extensibihty  of  their  demand  for  its  commodi- 
ties, compared  w^ith  its  demand  for  theirs ;  and  secondly, 
on  the  capital  which  it  has  to  spare,  from  the  production 
of  domestic  commodities  for  its  own  consumption.  The 
more  the  foreign  demand  for  its  commodities  exceeds  its 
demand  for  foreign  conimodities,  and  the  less  capital  it  can 
spare  to  produce  for  foreign  markets,  compared  with  what  J 
foreigners  spare  to  produce  for  its  markets,  the  more  favour-  " 
able  to  it  will  be  the  terms  of  interchange :  that  is,  the 
more  it  will  obtain  of  foreign  commodities  in  return  for  a 
given  quantity  of  its  own. 

But  these  two  influencing  circumstances  are  in  reality 
reducible  to  one  ;  for  the  capital  which  a  country  has  to  , 
spare  from  the  production  of  domestic  commodities  for  ita 
own  use,  is  in  proportion  to  its  own  demand  for  foreign  com- 
modities :  whatever  proportion  of  its  collective  income  it 
expends  in  purchases  from  abroad,  that  same  proportion  of 
its  capital  is  left  without  a  Iionie  market  for  its  productions. 
The  new  element,  therefore,  which  for  the  sake  of  scientific 
correctness  we  have  introduced  into  the  theory  of  interna- 
tional values,  does  not  seem  to  make  any  very  material  dif* 

*  Tbe  inerease  of  demand  from  800^000  to  900,00*^,  and  that  from  a  millioii 

to  1,440^000^  are  neiUier  equal  in  themselves,  nor  boar  an  equal  propoi-tmn  to 

the  increase  of  cbeaptieifia.     Gonna.nT':*  (Jemand  for  eloth  haa   mereatied  one- 

eifrhth^  while  the  cheapness  In  increased  one-fourth.     England's  demand  for  lineu 

jn  hicrewied  44  imr  ccut^  while  the  chea^meaa  \ft  TOCT^ased  60  per  uent. 
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lerence  in  the  practical  result.  It  still  appears,  that  tlic  ooim- 
tries  wliich  carrj  on  their  foreign  trade  on  the  most  advan- 
tageona  termSj  are  thoue  whose  commodities  are  most  in  de- 
mand by  foreign  countries,  and  which  have  thomselves  the 
least  demand  for  foreign  connnodities.  From  which,  ainong 
other  consetiuences,  it  follows,  that  the  richest  countries, 
cwtens  parihiis^  gain  the  leayt  by  a  given  amount  of  foreign 
commerce ;  since,  having  a  greater  demand  for  commodities 
generally,  tliey  are  likely  to  have  a  greater  demand  for  for- 
eign commodities,  and  thus  modify  the  terms  of  interchange 
to  their  own  disadvantage.  Their  aggregate  gains  by  for- 
eign trade,  doubtless,  are  generally  greater  than  those  of 
poorer  countries,  since  they  carry  on  a  greater  amount  of 
sucli  trade,  and  gain  the  benefit  of  cheapness  on  a  larger 
consumption  :  but  their  gain  is  less  on  each  individual  ar- 
ticle consumed. 


§  9.  We  now  pass  to  another  essential  part  of  the 
theory  of  the  subject.  There  are  two  senses  in  which  a 
eonntry  obtains  commodities  cheaper  by  foreign  trade ;  in 
the  sense  of  Value,  and  in  the  sense  of  Cost.  It  gets  them 
cheaper  in  the  first  sense,  by  their  falling  in  value  relatively 
to  other  things :  the  same  quantity  of  them  exchanging,  in 
the  country,  for  a  smaller  quantity  than  before  of  the  other 
produce  of  the  country.  To  revert  to  our  original  figures; 
in  England,  all  consumers  of  linen  obtainedj  after  the  trade 
was  opened,  17  or  some  greater  number  of  yards  for  the 
same  quantity  of  all  other  things  for  wliich  they  before  ob- 
tained only  15.  The  degree  of  cheapness,  in  this  sense  of 
the  term,  depends  on  the  laws  of  International  Demand,  so 
copiously  illustrated  in  the  preceding  sections.  But  in  tbe 
other  sense,  that  of  Cost,  a  country  gets  a  commodity 
cheaper,  when  it  obtains  a  greater  quantity  of  the  com- 
modity with  the  same  expenditure  of  labour  and  capital. 
In  this  sense  of  the  teiTu,  cheapness  in  a  great  measure  de- 
pends upon  a  cause  of  a  different  nature :  a  country  gets 
its  imports  cheaper,  in  proportion  to  the  ge:v\eiT^  ^Yofev^^Vv?^- 
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Bess  of  its  domestic*  industry  ;  to  the  general  efficiene;; 
its  labour.  Tke  labour  of  one  country  uiay  be,  as  a  whole, 
much  more  efficient  than  tliat  of  another :  all  or  most  of  the 
commodities  capable  of  being  produced  in  both,  may  be 
produced  in  one  at  less  absolute  cost  tlian  in  the  other ; 
which,  as  we  have  seen,  will  not  necessarily  prevent  the  two 
countries  from  exchanging  commodities.  The  things  which 
the  more  favoured  country  will  impoit  from  others,  are 
of  course  those  in  whicli  it  is  least  superior ;  but  by  import- 
ing tlieni  it  acquires,  even  in  those  commodities,  the  same 
advantage  which  it  possesses  in  the  articles  it  gives  in  ex- 
change  foi*  them.  Thus  the  countries  which  obtain  their  own 
productions  at  least  cost,  also  get  their  imports  at  least  cost. 

This  will  be  made  still  more  obvious  if  we  suppose  two 
competing  countries.  England  sends  cloth  to  Germany, 
and  gives  10  yards  of  it  for  17  yards  of  linen,  or  for  some- 
thing else  which  in  Germany  is  the  eqni\'alent  of  those  17 
yards.  Another  country,  as  for  example  France,  does  tlie 
same.  The  one  giving  10  yards  of  cloth  for  a  certain  quan- 
tity of  German  commodities,  eo  must  the  other :  if,  there- 
fore, in  England,  tliese  10  yards  are  produced  by  only  half  as 
much  labour  as  that  by  which  they  are  produced  in  France, 
the  linen  or  other  commodities  of  Germany  wdll  cost  to 
England  only  half  the  amount  of  labour  which  they  will  cost 
to  France.  England  would  thus  obtain  her  imports  at  less 
cost  than  France,  in  the  ratio  of  the  greater  efficiency  of  her 
labour  in  the  production  of  cloth :  wdiicli  might  be  taken, 
in  the  case  supposed,  as  an  approximate  estimate  of  the 
efficiency  of  her  labour  generally  ;  since,  France,  as  well  as  ■ 
England,  by  selecting  cloth  as  her  article  of  export,  woidd 
have  shown  that  with  her  also  it  was  the  comraodity  in 
which  labour  was  relatively  the  most  efficient.  It  follows, 
therefore,  that  every  country  gets  its  imports  at  less  costj 
in  proportion  to  the  general  efficiency  of  its  labour. 

This  proposition  was  first  clearly  seen  and  expounded  by  ■ 
Mr,  Senior^  *  but  only  as  applicable  to  the  importation  of  the 
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precious  metals,  I  think  it  important  to  ix)iiit  out  that  the 
propositiou  hulds  equally  true  of  all  other  inipurted  cumjnodi- 
ties;  aud  fiirtlicrj  that  it  is  only  a  portion  of  the  trutli, 
For,  ill  the  case  supposed,  the  cost  to  Enghmd  of  the  liueu 
which  she  pays  for  with  ten  yards  of  cloth,  doeri  not  depend 
solely  upon  the  cost  to  hei-aelf  uf  ten  yards  of  cloth^  but 
partly  also  upon  how  many  yards  of  linen  she  obtains  in  ex- 
change for  them.  What  her  inipoite  cost  to  her  is  a  fniictioa 
of  two  variables ;  the  quantity  of  her  own  commodities  which 
&lie  gives  for  them,  and  tlie  coat  of  those  comiuoLlities.  Of 
these,  the  last  alone  depends  on  the  efficiency  of  her  labour : 
t]ie  iirst  dei>end8  on  the  hiw  of  internatioiuil  values;  that  is 
on  the  iutensity  and  extensibility  of  the  foreign  demand  for 
her  commodities,  compared  with  her  demand  for  foreign 
commodities. 

In  the  case  just  now  supposed,  of  a  competition  between 
England  and  France,  the  state  of  international  values  affected 
both  conipetitoi-s  alike,  since  they  were  supposed  to  trade 
with  the  same  country,  and  to  expoi-t  and  import  the  same 
commodities.  Tlie  difference,  thereforej  in  what  their  im- 
ports cost  tliem,  depended  solely  on  the  other  cause,  the  uxv 
equal  efficiency  of  their  labour.  They  gave  the  same  quan- 
tities ;  the  difference  could  only  be  in  the  cost  of  production. 
But  if  England  traded  to  Germany  with  cloth,  and  Franco 
with  iron,  the  comparative  demand  in  Germany  for  those  two 
conimodities  would  hear  a  share  in  determining  the  com- 
parative cost,  in  labour  and  capital,  with  which  England 
and  France  woukl  obtain  German  products.  If  iron  were 
more  in  demand  in  Germany  than  cloth j  France  would  re- 
cover, through  that  channel,  part  of  her  disadvantage ;  if  less, 
her  disadvantage  would  be  increased.  Tlie  efficiency,  there- 
fore,  of  a  country's  labour,  is  not  the  only  thing  which  deter- 
mines even  the  cost  at  which  that  country  obtains  im]>orted 
commodities — while  it  has  no  share  whatever  in  determitung 
either  their  exchange  ^value^  or,  as  we  shaU  presently  see, 
their  j?We^. 


CHAPTEE  XIS, 


OF  MONEY  CONSIDERED  AS  AN   IMPORTED  COMMODITY. 


§  1.  The  degree  of  progress  which  we  have  now  made 
in  the  thcoiy  of  Foreign  Tr^ide,  imts  it  in  our  power  to  sup- 
ply what  was  previously  deficient  in  our  view  of  the  theory  of 
Money ;  and  this,  when  completed,  will  in  its  turn  enable  us 
to  eoiichide  the  subject  of  Foreign  Trade* 

Money,  or  the  material  of  which  it  is  eomposedj  is,  iu 
Great  Britain,  and  in  most  other  countries,  a  foreign  commo- 
dity. Its  vahie  and  distribution  must  therefore  he  regulated, 
not  by  the  law  of  vahie  which  obtains  in  adjacent  places,  but 
by  that  wliich  is  applicable  to  imported  eomm6difeie& — the 
law  of  International  Values, 

In  the  discussion  into  which  we  are  now  about  to  enter,  I 
shall  nse  the  terms  Muney  and  the  Precious  Metals  indiscri* 
niinately.  Tins  may  be  done  without  leading  to  any  error  j 
it  having  been  shown  that  the  value  of  money,  when  it  con- 
sists of  the  precious  metals,  or  of  a  paper  eurrency  convertible 
into  them  on  demand,  is  entirely  governed  by  the  vahie  of  the 
metals  tketnsclves :  from  wliich  it  never  permanently  differs, 
except  by  the  expense  of  coinage  when  this  is  paid  by  the 
individual  and  not  by  the  state. 

Money  is  brought  into  a  country  in  two  different  ways. 
It  is  imported  (chieiiy  in  the  form  of  hullion)  lite  any  other 
merchandize,  as  being  an  advantageous  article  of  commerce. 
It  is  also  imported  in  its  other  character  of  a  medium  of 
exchange,  to  pay  some  debt  due  to  the  country,  either  for 
£^oods  exported  or  on  any  other  account.     There  are  otlie 
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rays  in  wliicli  it  may  be  introduced  casually ;  these  are  tlie 
two  in  which  it  is  received  in  the  ordinary  course  of  business, 
and  which  determine  its  value.  The  existence  of  these  two 
distinct  modes  in  which  money  flows  into  a  countryj  while 
other  commodities  are  habitually  introduced  only  in  the  first 
of  these  modes,  occasions  somewhat  more  of  complexity  and 
obscurity  than  exists  in  the  ease  of  otlier  eommoditiee,  and 
for  this  reason  only  is  any  special  and  minute  e.%positioB 
necessary. 


§  2.  In  so  far  as  the  precious  metals  are  imported  in  the 
ordinary  way  of  commerce,  their  value  must  depend  on  the 
same  causes,  and  conform  to  the  same  laws,  as  the  value  of 
any  other  foreign  production.  It  is  in  this  mode  chiefly  that 
gold  and  silver  ditfuse  themselves  from  the  mining  countries 
into  all  other  parts  of  the  commercial  world.  They  ai*e  the 
staple  commodities  of  tliose  countries,  or  at  least  are  among 
their  great  articles  of  regular  export ;  and  are  sliipped  on 
speculatioUj  in  the  same  manner  as  other  exportable  com- 
modities. The  quantity,  therefore,  which  a  country  (say  Eng* 
laud)  w^ill  give  of  its  own  produce,  for  a  certain  quantity  of 
bullion,  will  depend,  if  we  suppose  only  two  countries  and 
t%vo  eommoditieSj  upon  the  demand  in  England  for  bullion, 
compared  with  the  demtind  in  the  mining  country  (which  we 
will  call  Brazil)  for  what  England  has  to  give*  They  must 
exchange  in  such  proportions  as  will  leave  no  unsatisfied 
demand  on  either  side,  to  alter  values  by  its  competition. 
The  bullion  required  by  England  must  exactly  pay  for  the 
cottons  or  other  English  commodities  required  by  BraziL  If, 
however,  we  substitute  for  this  simplicity  the  degree  of  com- 
plication whicli  really  exists,  the  equation  of  international 
demand  must  be  established  not  between  the  bullion  wanted 
in  England  and  the  cottons  or  broadcloth  wanted  in  Brazil, 
but  betw^een  the  whole  of  the  imports  of  England  and  the 
whole  of  her  exports.  The  demand  in  foreign  countries  for 
English  products,  must  be  brought  into  equilibrium  with  the 
demand  in  England  for  the  products  of  foreign  c.^^Ta3tn.^^s  %\\'^' 
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all  foreign  commodities,  bullion  among  the  rest,  must  be 
exchanged  against  English  products  in  such  proportions,  as 
will,  by  the  effect  they  produce  on  the  demand,  establish  this 
etjuiUbriom- 

There  is  nothing  in  the  peculiar  nature  or  uses  of  the 
precious  metals,  which  sluiuld  make  them  an  exception  to 
the  general  principles  of  demand.  So  far  as  they  are 
wauterl  for  purposes  of  luxury  or  the  arts,  the  demand  in- 
creases with  the  cheapness,  in  the  same  irregular  way  as 
the  demand  for  any  other  commodity.  So  far  as  they  are 
required  for  money,  the  demand  increases  with  the  elieap- 
nesB  in  a  perfectly  regular  way,  the  quantity  needed  being 
always  in  inverse  projiortion  to  the  vahie.  This  is  the  only 
real  difference,  in  respect  to  demand,  between  money  and 
other  things  ;  and  for  the  present  purpose  it  is  a  difference 
altogether  immaterial. 

Money,  then,  if  imported  solely  as  a  merchandize,  will^ 
like  other  imported  conmiodities,  be  of  lowest  value  in  the 
countries  for  whose  exports  there  is  tlie  greatest  foreign  de- 
mandj  and  which  have  themselves  the  least  demand  for 
foreign  commodities.  To  these  two  eircnmstanees  it  is  how- 
ever neeessaiy  to  add  two  others,  which  produce  their  effect 
through  cost  of  carriage.  The  cost  of  obtaining  bullion  is 
compounded  of  two  elements  ;  the  goods  given  to  purchase 
it,  and  the  expense  of  transport ;  of  which  last,  the  bullion 
countries  will  bear  a  paii,  (though  an  uncertain  part,)  in 
the  adjustment  of  international  values.  Tlie  expense  of 
transport  is  partly  that  of  carrying  the  goods  to  the  bullion 
countries,  and  partly  that  of  bringing  back  the  bullion: 
both  these  items  are  influenced  by  the  distance  from  the 
mines ;  and  the  former  is  also  much  affected  by  the  bulki- 
ness  of  the  goods.  Countries  M^hose  exportable  produce 
consists  of  the  finer  manufactures,  obtain  bullion,  as  well  a& 
all  other  foreign  articles,  cmteris  paribus^  at  less  expense 
than  countries  which  export  nothing  but  bulky  raw  produce. 

To  be  quite  accurate,  therefore,  we  must  say — The 
ountrics  wLose  exportable   productions  are   most   in  de- 
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nianil  abroad,  aud  coiitaiii  greatest  value  in  suialltiBt  bulk, 
which  are  uearest  to  the  mines,  and  which  have  least  de- 
maud  for  forci^  produotious,  are  those  in  whicli  mouey 
wiU  be  of  lowest  value,  or  iu  otlier  words,  iu  which  prices 
will  habitually  range  the  highest.  If  we  are  speak iug  not 
of  the  value  of  money,  but  of  its  cost,  (that  is,  the  quantity 
of  the  country's  labour  which  must  be  expended  to  obtain 
itj)  wo  must  add  to  these  four  conditions  of  cheapness  a  fifth 
condition,  namely,  **  whose  productive  industry  is  the  most 
efficient.-'  This  last,  however^  does  not  at  all  aifect  the 
value  of  money,  estimated  in  commodities :  it  atfccts  the 
.general  abundance  and  facility  with  which  all  things,  mon- 
ey and  commodities  together,  can  be  obtained. 

Although,  therefore,  Mr.  Senior  is  right  in  pointmg  out 
the  gi'eat  efficiency  of  English  labour  as  the  chief  cause  why 
the  precious  metnls  are  obtained  at  less  vast  by  England  than 
by  most  otiier  countries,  I  cannot  admit  that  it  at  all  ac* 
comits  for  tlieir  being  of  less  value;  for  their  going  less 
far  in  the  purchase  of  connnodities.  This,  in  so  far  a&  it  ia 
a  fact,  and  not  an  illusion,  must  be  occasioned  by  the  great 
demand  in  foreign  countries  for  the  staple  comnKKJities  of 
England,  and  the  generally  unbulky  character  of  those  com- 
modities, compared  with  the  corn,  wine,  timber,  sugar^ 
wool,  hidcSj  tallow,  hemp,  flax,  tobacco,  raw  cotton,  ifcc, 
which  form  the  exports  of  other  commercial  countries. 
These  two  causes  will  account  for  a  somewhat  higher  range 
of  general  prices  in  England  than  elsewhere,  notwithstanding 
the  counteracting  influence  of  her  own  great  demand  for 
foreign  commudities.  I  am,  however,  strongly  of  opinion 
that  the  high  prices  of  commodities,  and  low  purchasing 
power  of  money  in  England,  are  more  apparent  than  real. 
Food,  indeed,  is  somewhat  dearer ;  and  food  composes  eo 
large  a  poHion  of  the  expenditure  when  the  income  is  small 
and  the  family  large,  that  to  Buch  famihes  England  is  a 
dear  country.  Services,  also,  of  most  descriptions,  are 
dearer  than  in  the  other  countries  of  Europe,  from  the  less 
coatlv  mode  of  living  of  the  poorer  classes  ou  tUt  CQ^Tl!t™es^ 
84 
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But  maniifaetured  commodities  (except  most  of  tbase  in 
Tvhich  good  taste  is  required)  are  decidedly  cheaper ;  or 
would  be  so,  if  buyers  would  be  content  witb  the  same 
quality  of  material  and  of  worlvinansbip,  Wbat  is  called 
the  dearness  of  living  in  Englajid,  is  mainly  an  affair  not 
of  necessity  but  of  foalij^h  custom  ;  it  being  thought  ini|)era- 
tive  by  all  classes  in  England  above  tiie  condition  of  a  day- 
labom'er,  that  the  things  tliey  consume  should  either  be  of 
the  same  quality  with  those  used  by  much  richer  people, 
or  at  least  should  be  as  nearly  as  possible  uudiBtinguishable 
from  them  in  outward  appearance* 


§  3.  From  the  preceding  considerationSj  it  appears  that 
those  are  greatly  in  error  who  contend  that  the  value  of 
money,  in  countries  where  it  is  an  imported  commoditj^ 
must  be  entirely  regulated  by  its  value  in  the  coimtries 
which  produce  it ;  and  cannot  be  raised  or  lowered  in  any 
pernjanent  manner  unless  some  change  has  taken  place  in 
the  cost  of  production  at  the  mines.  On  the  contrary,  any 
eireunistance  which  disturbs  the  equation  of  international 
demand  with  respect  to  a  particular  country,  not  only  may, 
but  nuist,  affect  the  value  of  money  in  that  country — its 
value  at  tlie  mines  remaining  the  same,  TTie  opening  of  a 
new  branch  of  expoi-t  trade  from  England ;  an  increase  in 
the  foreign  demand  for  English  products,  either  by  the  nat- 
ural course  af  events  or  by  tlic  abrogation  of  duties ;  a 
■check  to  the  demand  in  England  for  foreign  commodities, 
by  the  laying  on  of  import  duties  in  England  or  of  export 
duties  elsewhere  ;  these  and  all  other  events  of  similar  ten- 
dency, would  make  the  imports  of  England  (bullion  and 
other  things  taken  together)  no  longer  an  equivalent  for  the 
oxports ;  and  the  countries  which  take  her  exports  would 
be  obliged  to  offer  their  commodities,  and  bullion  among 
the  rest,  on  cheaper  terms,  in  order  to  re-establish  the  equa- 
tion of  demand  ;  and  thus  England  would  obtain  money 
cheaper,  and  would  acquire  a  generally  higher  range  of 

"^     Incidcuts  the  reverse  of  these  would  produce  eSe^t^ 
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the  reverse — would  reduce  prices  ;  or,  in  other  words,  raise 
the  value  of  the  preciooa  metals.  It  must  be  observed, 
however,  that  money  would  be  thus  raised  in  value  only 
with  respect  to  home  couimodities :  in  relation  to  all  im- 
ported articles  it  would  remain  as  before,  sinee  their  values 
would  be  afiected  in  the  same  way  and  in  the  same  degree 
with  its  own.  A  euuutry  which,  from  any  of  tbe  causes 
mentioned,  gets  money  cheaper,  obtains  all  its  other  inr 
ports  cheaper  likewise. 

It  is  by  uo  means  necessary  that  the  increased  demand 
for  English  commodities,  which  enables  England  to  snp]>Iy 
lierself  with  bullion  at  a  cheaper  rate,  should  be  a  demand 
in  the  mining  countries.  England  iniglit  export  nothing 
whatever  to  those  countries,  and  yet  miglit  be  the  country 
which  obtained  bullion  from  them  on  the  lowest  terms,  pro- 
vided there  were  a  sufficient  intensity  of  demand  in  other 
foreign  countries  for  EngHsh  goods,  which  would  be  paid 
for  eircnitously,  with  gold  and  silver  from  the  mining  coon- 
tries.  The  whole  of  its  exports  are  what  a  country  ex- 
changes against  the  whole  of  its  imports,  and  not  its  exports 
and  imports  to  and  from  any  one  country  ;  and  the  general 
foreigTi  demand  for  its  productions  will  determine  what 
equivalent  it  must  give  for  imported  goods,  in  order  to  es- 
tablish an  equiUbrium  between  its  sales  and  purchases  gen- 
erally ;  w^ithout  regard  to  the  maintenauce  of  a  similar 
equiUbrium  between  it  and  any  country  singly. 


CRAPTEE  XX, 


OF  THE   FOREIGN  EXCHANGES. 

§  1.  We  have  thus  far  considered  the  predous  metals  as 
a  coHimodity,  imported  like  other  commodities  in  the  com- 
mon course  of  trade,  and  have  examined  wliat  are  the  cir- 
cumstances whieli  would  in  that  case  determine  tlieir  value. 
But  those  metals  are  also  imported  in  another  character^ 
that  which  belongs  to  them  m  a  medium  of  exchange ;  not 
as  an  article  of  commerce,  to  be  sold  for  money,  but  as 
themselves  money,  to  pay  a  debt,  or  efiect  a  transfer  of 
property.  It  remains  to  consider  whether  the  liability  of 
gold  and  silver  to  be  transported  from  country  to  country 
for  such  purposes,  in  any  way  modifies  the  conclusions  we 
have  already  arrived  at,  or  places  those  metals  under  a 
difPereot  law  of  value  from  that  to  which,  in  common  with 
ali  other  imported  conmiodities,  tliey  would  be  subject  if 
international  trade  were  an  affair  of  direct  barter. 

Money  is  sent  from  one  country  to  another  for  various 
purposes :  such  as  the  payment  of  tributes  or  subsidies ;  re- 
mittances of  revenue  to  or  from  dependencies,  or  of  rents  or 


tal,  or  transmission  of  it  for  foreign  investment.  Tlie  most 
usual  pur]iose,  however,  is  that  of  payment  for  goods.  To 
show  in  what  circumstances  money  actually  passes  frqm 
country  to  country  for  this  or  any  of  the  other  pui*poses  men- 
tioned, it  is  necessary  briefly  to  state  the  natm'c  of  the  niechan- 
isra  by  which  interaatioual  trade  is  carried  on,  when  it  takes 
place  not  hy  bajter  but  through  the  medium  of  money. 
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§  2,  In  practice,  the  exports  and  imports  of  h  country 
not  only  are  not  exchanged  directly  against  each  other,  but 
often  do  not  even  pass  tlirongh  the  same  hands*  Each  is 
separately  bought  and  paid  for  witli  money.  We  have 
seen 5  however,  that,  even  in  the  same  country,  money  does 
not  actually  pass  from  hand  to  hand  each  time  that  pur- 
chases are  made  with  it,  and  still  less  does  this  happen  be- 
tween different  couutiics*  Tlie  habitual  mode  of  paying 
and  receiving  payment  for  commoditieSj  between  country 
and  country,  is  by  bills  of  exchange. 

A  merchant  in  England,  A,  has  exported  English  com- 
modities, consigning  them  to  his  correspondent.  B  in  France, 
Another  merchant  in  Francej  C,  has  exported  French  com- 
modities, suppose  of  equivalent  value,  to  a  mendnint  D  in 
England,  It  is  evidently  unneeessaiy  that  B  in  France 
should  &eud  money  to  A  in  England,  and  that  D  in  Eng- 
land should  send  an  equal  sum  of  money  to  C  in  France. 
The  one  debt  may  be  applied  to  the  payment  of  the  other, 
and  the  double  cost  and  risk  of  carriage  be  thus  saved.  A 
draws  a  bill  on  B  for  the  amount  which  B  owes  to  him  :  D, 
having  an  equal  amount  to  pay  in  France,  buys  this  bill 
from  A,  and  sends  it  to  C,  who,  at  the  expiration  of  the 
number  of  days  which  the  bill  has  to  run,  presents  it  to  B 
for  pajrment.  Thus  the  debt  due  from  France  to  England, 
and  the  debt  due  from  England  to  France,  are  hoth  paid 
without  sending  an  ounce  of  gold  or  silver  from  one  coun- 
try to  the  other. 

In  this  statement,  however,  it  is  supposed,  that  the  sum 
of  the  debts  due  from  France  to  England,  and  the  sum  of  those 
due  from  England  to  France,  are  equal ;  that  each  country 
has  exactly  the  same  number  of  ounces  of  gold  or  silver  to  pay 
and  to  receive.  This  implieB,  (if  we  exclude  for  the  present 
any  other  international  payments  than  those  occurring  in 
the  course  of  commerce,)  that  the  exports  and  imports  ex- 
actly pay  for  one  another,  or  in  other  words,  that  the  equa- 
tion of  international  demand  is  estabhshed.  When  such  is 
the  fact,  the  international  transactional  axe  \\t^\^^\.^i  ^s\^v 
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out  the  passage  of  any  money  from  one  coimtry  to  tlie 
otlier.  But  if  there  is  a  greater  buui  due  Irom  England  to 
France,  tlian  is  due  from  France  to  England,  or  vice  9)er8df 
the  debts  cannot  be  simply  written  off  against  one  another. 
After  the  one  has  been  applied,  as  far  as  it  M-ill  gOj  towards 
covering  the  other,  the  balance  must  be  tranemitted  in  the 
precious  metals.  In  point  of  fact,  the  merchant  m  ho  iim  tlie 
amount  to  pay,  will  even  then  pay  for  it  by  a  bill.  When 
a  person  has  a  remittance  to  make  to  a  foreign  country,  he 
does  not  himself'  Beareb  for  some  who  has  money  to  receive 
from  that  country,  and  ask  him  for  a  bill  of  exchange.  In 
this  as  in  other  branches  of  bnsinesSj  there  is  a  class  of  mid- 
dlemen or  brokere^  who  bring  buyers  and  sellers  together^ 
or  stand  between  them,  buying  bills  from  those  who  have 
money  to  receive,  and  selling  bills  to  those  who  have  money 
to  pay.  When  a  customer  comes  to  a  broker  for  a  bUl  on 
Paris  or  Amsterdam,  the  broker  seUs  to  him,  perhaps  the 
bill  he  may  himself  have  bought  that  morning  from  a  mer- 
chant, perhaps  a  bill  on  his  own  correspondent  in  the  for- 
eign city :  and  to  enable  his  correspondent  to  pay,  when 
due,  all  the  bills  he  has  granted,  he  remits  to  him  all  thoso 
which  he  has  bought  and  has  not  resold.  In  this  manner 
these  brokers  take  upon  themselves  the  whole  settlement 
of  tlie  pecuniary  traKsaetions  between  distant  places,  being 
remunerated  by  a  small  commission  or  percentage  on  the 
amount  of  each  bill  which  they  either  sell  or  buy.  Now, 
if  the  brokers  find  that  they  are  asked  for  bills  on  the  one 
part,  to  a  greater  amount  than  bills  are  offered  to  tliem  on  the 
other,  they  do  not  on  this  account  refuse  to  give  them  ;  but 
since,  in  that  case,  thev  have  no  means  of  enablinj>  the  cor- 

~  »-■  o 

respondents  on  whom  their  liills  are  drawn,  to  pay  them 
when  due,  except  by  transmitting  part  of  the  amount  in 
gold  or  silver,  they  require  from  those  to  wliom  they  sell 
bills  an  additional  price,  sufficient  to  cover  the  freight  and 
insurance  of  the  gold  and  silver,  with  a  profit  sufficient  to 
eompenstite  them  for  their  trouble  and  for  the  tem|)orary 
oecnipatJon  of  a  portion  of  their  capital.     This  premium  (as 
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is  called}  the  buyers  are  williag  to  pay,  because  they  uiu&t 
otherwise  go  to  the  expense  of  reoiittiDg  the  precious  metala 
themselves,  and  it  is  done  clieaper  by  those  who  make 
doing  it  a  part  of  their  especial  basiness.  But  though  only 
some  of  those  wlio  have  a  debt  to  pay  would  Jiave  actually 
to  remit  money,  all  will  be  obliged,  by  each  other' js  conipeti- 
tioD,  to  pay  the  premium  ;  and  the  brokers  are  for  the  stmie 
reason  obliged  to  pay  it  to  those  whose  bills  they  buy.  Tlie 
reverse  of  all  tliis  happens,  if  on  the  comparison  of  exports 
9iid  imports,  tlie  country,  instead  of  having  a  balance  to 
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has  a  balance  to  receive.     The  brokers  find  more  bills 


oiFered  to  them,  than  are  sufficient  to  cover  those  which  they 
are  required  to  grant.  Bills  on  foreign  countries  conse- 
cpiently  fall  to  a  discount ;  and  the  competition  among  the 
brokers,  which  is  exceedingly  active,  prevents  them  from 
retaining  this  discount  as  a  profit  for  themselves,  and  obliges 
them  to  give  the  benefit  of  it  to  thoae  who  buy  the  bills  for 
purposes  of  remittance. 

Let  us  suppose  that  all  countries  had  the  same  currency, 
as  in  the  progress  of  political  improvement  they  one  day  will 
have :  and,* as  the  most  familiar  to  the  reader,  though  not  the 
best,  let  us  suppose  this  currency  to  be  the  English.  When 
England  had  tlie  same  number  of  pounds  sterling  to  pay  to 
France,  which  France  had  to  pay  to  her,  one  set  of  merchants 
in  England  would  want  bills,  and  another  set  would  have  bills 
to  dispose  of,  for  the  very  same  nund>er  of  pounds  sterling ; 
and  consequently  a  bill  on  France  for  100/.  would  sell  for 
exactly  100/.,  or,  in  the  phraseology  of  merchants,  the  ex- 
change would  be  at  par.  As  France  also,  on  this  suppositionj 
would  have  an  equal  number  of  pounds  sterling  to  pay  and 
to  receive,  bilk  on  England  would  be  at  par  in  France,  when- 
ever bills  on  France  were  at  par  in  England. 

If,  however,  England  had  a  larger  sum  to  pay  to  France 
than  to  receive  from  her,  there  would  be  persons  requiring 
bills  on  France  for  a  greater  number  of  pounds  sterling  than 
there  were  bills  drawn  by  persons  to  whom  money  was  due. 
A  bill  on  France  for  100^.  would  then  sell  fot  Ta^i^e  Xk^la.\^^^^l. 
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and  biUs  wotild  be  said  to  be  at  a  premium.  Hie  premimn, 
however,  could  not  exceed  tlie  cost  and  risk  of  making  the 
remittance  in  gold,  together  with  a  trifling  profit ;  because 
if  it  did,  the  debtor  would  send  the  gold  itsetf,  in  preference 
to  buying  the  bill. 

If,  on  the  contrary,  England  liad  more  money  to  receive 
from  France  than  to  [»ay,  tliere  would  be  bills  offered  for  a 
greater  number  of  pounds  than  were  wanted  for  remittance, 
and  the  price  of  bills  w^ould  fall  below  par ;  a  bill  for  100/, 
might  be  bought  for  somewhat  less  than  lOOZ.,  and  bills  would 
be  Baid  to  be  at  a  discount. 

When  Englanil  has  more  to  pay  than  to  receive,  France 
lias  more  to  receive  tlian  to  pay,  and  vice  verm.  When, 
tliereforej  in  England^  bills  on  France  bear  a  premium,  then, 
in  France,  bills  on  England  are  at  a  discount:  and  when 
bills  on  France  are  at  a  discount  In  England,  bills  on 
England  arc  at  a  premium  in  France.  If  they  are  at  par 
in  either  country,  tliey  are  sOj  as  we  have  already  seen,  in 
both. 

Thus  do  matters  stand  between  countries,  or  places,  which 
have  the  same  currency.  So  much  of  barbarism,  however, 
still  remains  in  the  transactions  of  the  most  civilized  nations, 
that  almost  all  independent  countries  choose  to  assert  their 
nationality  Ijy  having,  to  their  own  inconvenience  and  that 
of  their  neighbours,  a  peculiar  currency  of  their  own.  To 
our  present  purpose  this  makes  no  other  difference,  than  that 
instead  of  speaking  of  eqiml  sums  of  money,  we  have  to 
speak  of  equivalent  sums.  By  equivalent  sums,  when  both 
currencies  are  composed  of  the  same  metal,  are  meant  sums 
which  contain  exactly  the  same  quantity  of  the  metal,  in 
weiglit  and  fineness ;  but  when,  as  in  the  case  of  France  and 
England,  the  metals  are  different,  what  is  meant  is  that  the 
quantity  of  gold  in  the  one  sum,  and  the  quantity  of  silver 
in  tlie  other,  are  of  the  same  value  in  the  general  market  of 
the  world  :  there  being  no  material  difference  between  one 
place  and  another  in  the  relative  value  of  these  metals. 
Suppose  25  fraucii  to  be  (as  within  a  trifling  fraction  it  is) 


^ 
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the  equivalent  of  a  pound  sterling.  Tlie  debts  and  credits 
of  the  two  countries  would  be  equal,  wlien  the  uue  owed  as 
many  times  25  francSj  as  the  other  owed  jjoiuids*  When 
this  was  tlie  ease,  a  bill  on  Franee  for  2500  francs  would  be 
worth  in  England  100^.,  and  a  bill  on  England  for  100^, 
would  be  worth  in  France  2500  francs.  The  exchange  is 
then  said  to  be  at  par:  and  25  francs  (in  reality  25  francs 
and  a  triHe  more)*  is  called  the  par  of  exchange  witb  France. 
Wlien  England  owed  to  France  more  than  the  equivalent 
of  what  France  owed  to  herj  a  bill  for  2500  francs  would 
be  at  a  premium,  that  is  would  be  worth  more  than  lOOZ, 
When  France  owed  to  England  more  than  the  equiv- 
alent of  w^hat  England  owed  to  France,  a  Ijill  for  2500 
francs  would  be  worth  less  than  lOO^.j  or  wonld  be  at  a  dis- 
count. 

When  bills  on  foreign  coimtriea  are  at  a  premium,  it  is 
customary  to  say  that  the  exchanges  are  against  the  country, 
or  unfavourable  to  it.  Li  order  to  understand  these  phrases, 
we  must  take  notice  of  what ''  the  exchange"  in  the  language 
of  merchants,  really  means.  It  means  the  power  which 
the  money  of  the  country  has  of  purchasing  the  money  of 
other  coontries-  Supposing  25  francs  to  be  tlie  exact  par 
of  exchimgej  thenw^hen  it  requires  more  than  100?.  to  buy  a 
bill  for  2500  francs,  lOOZ.  of  English  money  are  worth  less 
than  their  real  equivalent  of  French  money:  and  tliis  is 
called,  an  exchange  unfavourable  to  England.  The  only 
persons  in  England,  however,  to  w^hom  it  is  really  unfavour- 
able, are  those  who  have  money  to  pay  in  France ;  for  they 
come  into  the  bill  market  as  buyers,  and  have  to  pay  a  pre- 
mium ;  but  to  those  who  have  money  to  receive  in  France, 
the  same  state  of  things  is  favouralile;  for  they  come  as 
gellers  and  receive  the  premium.  Tlie  premium,  however, 
indicates  that  a  balance  ifi  due  by  England,  which  must  be 

*  Written  before  the  change  in  the  relative  value  of  the  two  metals  pro- 
rfueed  hy  the  gold  disco veries^  The  par  of  exchange  between  gold  and  silver 
curreticiee  is  now  variable,  &nd  no  one  can  foresee  at  what  point  it  will  ukicoajj^V^ 
rest. 
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eventually  liquidjited  in  the  precious  raetals:  and  since, 
according  to  the  old  theory,  the  heiieMt  of  a  trade  consisted  in 
bringing  money  into  t!ie  countiy,  this  prejudice  introduced 
the  practice  of  calling  tlie  exchange  favourable  when  it  indi- . 
cated  a  balance  to  receive,  ajid  iirilavuurable  when  it  indicated 
one  to  pay  ;  and  the  phrases  in  turn  tended  to  maintain  the 
prejudice.  M 

§  3.  It  might  be  supposed  at  first  sight  that  when  the 
exchange  is  unfavourable,  or  in  other  words,  M^hen  bills  are 
at  a  premium,  the  premium  must  always  amount  to  a  full 
equivalent  for  the  cost  of  trausmitting  money :  since,  as  there 
is  really  a  balance  to  pay,  and  as  the  full  cost  must  therefore 
be  incurred  by  some  of  those  who  liave  remittances  to  make, 
their  competition  will  compel  all  to  submit  to  an  equivalent 
sacrifice.  And  such  would  certainly  be  the  ease,  if  it  were 
always  necessary  that  whatever  is  destined  to  be  paid  sliould 
be  paid  immediately.  The  expectation  of  great  and  imme- 
diate foreign  payments  sometmiee  produces  a  most  startling 
effect  on  the  exchanges,*  But  a  small  excess  of  imports 
above  exports,  or  any  other  small  amount  of  debt  to  be  paid 
to  foreign  countries,  does  not  usually  affect  the  exchanges  to 
tlie  full  extent  of  the  cost  and  risk  of  transporting  bullion. 
The  length  of  credit  allowed,  generally  permits,  on  the  part 
of  some  of  the  debtors,  a  postponement  of  payment,  and  in 
the  mean  time  the  balance  may  turn  the  other  way,  and  n>J 

*  On  the  news  of  Bonaparre's  landing  from  Elba,  the  price  of  bills  advanced 
in  one  day  as  much  as  ten  per  cent.  Of  course  this  premium  was  not  n  raei« 
equivalent  for  coat  of  carriage,  since  the  freight  of  such  an  arJicle  as  gold,  even 
with  the  addition  of  war  insui-ance,  ccmld  never  have  amounted  to  so  much. 
This  proat  price  was  an  equivalent  not  for  the  difficulty  of  aendinj?  gold,  but  for 
the  anticipated  difficulty  of  proeurhi^  it  to  Pend ;  the  expectation  being  that 
there  would  !>e  such  inimenjw  remfttanceg  to  the  Continent  in  subsidiea  and  for 
the  siupport  of  annies,  as  would  press  hard  on  the  sitoe)t  of  bullion  in  the  country 
(which  wai?  then  entirely  denuded  of  specie),  and  thi.^,  too,  in  a  shorter  time  than 
would  allow  of  lU  beinir  replenished.  Acconlingly  the  price  of  bullion  rose  like- 
wific,  with  the  same  suddenness.  It  is  hardly  necesBary  to  Bay  that  this  took 
/t//wc  durmfr  the  Bank  restriction.  In  a  convertible  state  of  the  eurrencT,  n«  ] 
tuch  thing  could  have  wcurrcil  until  the  Bank  stopped  payment. 
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Btore  tLe  equality  of  debts  and  credits  without  any  aotual 
transmission  of  the  inetals.  And  this  is  the  more  likely  to 
happen,  as  tiiere  is  a  self-adjusting  power  in  the  variations  of 
the  exchange  itself.  Bills  are  at  a  preinioni  because  a  greater 
money  value  has  been  imported  than  exported.  But  the 
premium  is  itself  an  extra  profit  to  those  who  export. 
Besides  the  price  they  obtain  for  their  goods,  they  draw  for 
the  amount  and  gain  the  premium.  It  is,  on  the  other  hand, 
a  diminution  of  profit  to  those  who  iuiport.  Besides  the 
price  of  the  goodi^,  they  have  to  pay  a  premium  for  remit- 
tance. So  that  what  h  calltMi  au  unfavourable  exchange  is 
an  encouragement  to  export,  and  a  diseouragemcnt  to  import. 
And  if  the  balance  due  is  of  small  amount,  and  is  the  eonse- 
i[nenee  of  some  merely  casual  disturbance  in  the  ordinary 
course  of  trade,  it  is  soon  liquidated  in  commodities,  and  the 
account  adjusted  by  means  of  bills,  without  the  transmission 
of  any  bullion.  Not  so,  however,  when  the  excess  of 
imports  above  exports,  which  has  made  the  exchange  un- 
favourable, arises  from  a  permanent  cause.  In  that  ease, 
what  disturbed  the  equilibrium  must  have  been  the  state  of 
prices,  and  it  can  only  be  restored  by  acting  on  prices.  It 
is  impossible  that  prices  should  be  such  as  to  invite  to  au 
excess  of  imports,  and  yet  that  the  exports  sliould  be  kept 
permanently  up  to  the  imports  by  the  extra  profit  on  expor- 
tatio!i  derived  from  tlie  premium  on  bills ;  for  if  the  exports 
were  kept  up  to  the  imports,  bills  would  not  be  at  a  premium, 
and  the  extra  profit  would  not  exist.  It  is  through  the 
prices  of  commodities  that  the  coiTection  must  be  adminis- 
tered. 

Disturbances,  therefore,  of  the  equihbrium  of  imports  and 
exports,  and  consequent  disturbances  of  tlic  excliange,  may 
be  considered  as  of  two  classes ;  the  one  casual  or  accidental, 
which,  if  not  on  too  large  a  seale,  correct  themselves  through 
the  premium  on  bills,  without  any  transmission  of  the  pre- 
cious metals;  the  other  arising  from  the  general  state  of 
prices,  which  cannot  be  corrected  without  the  subtractioti  cA" 
actual  money  from  the  circulation  of  one  ol  l\\^i  ^io^m?a^.^^^ ^^^^ 
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an  annihilation  of  credit  equivalent  to  it;  since  the  nic 
transmiBsion  of  bullion  (as  distinguished  from  mooey),  not 
having  any  efiect  on  iiriees,  is  of  no  avail  to  abate  the  eauBC 
from  which  the  disturbance  proceeded. 

It  remains  to  obsej-ve,  that  the  exchanges  do  not  depend 
on  the  balance  of  debts  and  credits  with  each  country  sepa- 
rately, but  with  all  countries  taken  togetlier.  England  may 
owe  a  balance  of  payments  to  France ;  but  it  does  not  follow 
that  the  exchauge  with  France  will  be  against  England,  and 
that  bills  on  France  will  be  at  a  premium  ;  because  a  balance 
may  be  due  to  England  from  Holland  or  Hamburg,  and  she 
may  pay  her  debts  to  France  with  bills  on  those  places ;  which 
is  technically  called  arbitration  of  exchange.  There  is  some 
little  additional  expense,  partly  cornmisBion  and  partly  loss 
of  interest  in  settling  debts  in  this  circuitous  manner,  and  to 
the  extent  of  that  small  diflFerence  the  exchange  with  one 
country  may  vary  apart  from  that  with  oth©i*s ;  but  in  the 
main  J  the  exchanges  with  all  foreign  countries  vary  together^ 
according  as  the  country  has  a  balance  to  receive  or  to  pay 
on  the  general  residt  of  its  foreign  transactions. 


CHAPTER  XXI. 

OF  THE  DISTRIBUTION  OF  THE   PRECIOITS  METALS  THROUGH 
THE   COMMERCIAL   WORLD. 


§  1,  Haying  now  examined  the  meehaniem  by  wliicli  the 
commercial  transactions  between  nations  are  actually  conduct- 
ed, we  have  next  to  inquire  whether  this  mode  of  conducting 
them  makes  any  difference  in  the  conclusions  respecting  in- 
ternational Talues,  which  we  previously  arrived  at  on  the 
hypothesis  of  barter. 

The  nearest  analogy  would  lead  us  to  presume  the  nega- 
tive. We  did  not  find  that  the  intervention  of  money  and 
its  substitutes  made  any  difference  in  the  law  of  value  as 
applied  to  adjacent  places.  Things  which  would  have  been 
equal  in  value  if  the  mode  uf  exchange  had  been  by  barter, 
are  worth  equal  sums  of  money.  The  introduction  of  money 
is  a  mere  addition  of  one  more  commodity,  of  which  the  value 
is  regulated  by  the  same  laws  as  that  of  all  other  commodities. 
We  shall  not  be  surprised,  therefore,  if  we  find  that  inter- 
national values  also  are  determined  by  the  same  causes 
under  a  money  and  bill  system,  as  they  would  be  under  a 
Bj'stem  of  barter ;  and  that  money  has  little  to  do  in  the 
matter,  except  to  furnish  a  convenient  mode  of  comparing 
values. 

All  interchange  is,  in  substance  and  effect,  barter ;  who- 
ever sells  commodities  for  money,  and  with  that  money  buys 
other  goods,  really  buys  those  goods  with  his  own  commod- 
ities. And  so  of  nations;  their  trade  is  a  mere  exchange  of 
exports  for  imports ;  and  whether  moT\ey  \e.  evc\^\o^'^ «t  t\o\^ 
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tilings  are  onlj  in  their  permanent  state  when  the  exports 
and  imports  exactly  pay  tor  each  otlier.  When  this  is  the 
case,  equal  snms  of  money  are  due  from  each  country  to  the 
other,  the  debts  are  settled  by  bills,  and  there  is  no  balance 
to  be  paid  in  the  precious  metaU*  The  trade  is  in  a  state 
like  that  which  is  called  in  mechanics  a  condition  of  stable 
equiUbrium, 

But  the  process  by  which  things  are  brought  back  to 
this  state  when  they  happen  to  deviate  from  it,  is,  at  least 
outwardly,  not  the  same  in  a  barter  system  and  in  a  money 
system.  Under  the  first,  the  country  which  want^  more 
imports  than  its  exports  will  pay  for,  must  offer  its  exports 
at  a  cheaper  rate,  as  the  sole  means  of  creating  a  demand 
for  them  sufficient  to  re-establish  the  equilibrium.  When 
money  is  used,  the  comitry  seems  to  do  a  thing  totally  dif- 
ferent. She  takes  the  additional  imports  at  the  same  price 
as  before,  and  as  she  exports  no  equivalent,  the  balance  of 
payments  tuj-ns  against  her ;  the  exchange  becomes  unfa- 
vourable,  and  the  difference  has  to  be  paid  in  money.    This 

'  is  in  appearance  a  very  distinct  operation  from  the  former. 
Let  us  see  if  it  differs  in  its  essence,  or  only  in  its  mechanism. 
Let  the  country  which  has  the  balance  to  pay  be  Eng- 
land, and  the  country  which  receives  it,  France.  By  this 
transmission  of  the  precious  metals,  the  q-jantity  of  the  enr- 
rency  is  diminished  in  England,  and  increased  in  France, 
This  I  am  at  liberty  to  assume.  As  %^e  shall  see  hereafter, 
it  would  be  a  very  erroneous  assumption  if  made  in  regard 
to  all  payments  of  international  balances.  A  balance  which 
has  only  to  be  paid  once,  such  as  the  payment  made  for  an 
extra  importation  of  corn  in  a  season  of  dearth,  may  be  paid 
from  hoards,  or  from  the  reserves  of  bankers,  without  act- 
ing on  the  circulation.  But  we  are  now  supposing  that 
there  is  an  excess  of  imports  over  exports,  arising  from  the 
fact  that  the  equation  of  international  demand  is  not  yet 
estahlished  ;  tliat  there  is  at  the  ordinary  prices  a  perma- 
nent demand  in  England  for  more  French  goods  tlian  the 

Eiiglisb  goods  required  in  France  at  the  ordinary  prices  will 
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pay  for.  When  this  is  the  case,  if  a  change  were  not  made 
in  the  prices,  there  would  be  a  perpetually  renewed  balance 
to  be  paid  in  money.  The  imports  require  to  be  perma- 
nently diuiini&hed,  or  the  exportt?  to  bo  increased  ;  which 
can  only  be  accomplished  through  prices  ;  and  hence,  even 
if  the  balances  are  at  first  paid  from  hoards,  or  by  the  ex- 
portation of  bullion,  they  will  reach  the  eircnlation  at  last, 
for  until  they  do,  nothing  can  stop  tlie  drain. 

When,  therefore,  the  state  of  prices  is  such  that  the 
equation  of  international  demand  cannot  establish  itself,  the 
country  requiring  more  imports  tlian  can  be  paid  for  by  the 
exports ;  it  is  a  sign  that  the  country  has  more  of  the  pre- 
ffous  metals  or  their  substitutes,  in  circulation,  than  can 
permanently  circulate,  and  must  necessarily  part  with  some 
of  them  before  the  balance  can  be  restored.  The  currency 
is  accordingly  contracted  :  prices  fall,  and  among  the  rest, 
the  prices  of  exportable  articles ;  for  which  accordingly, 
there  arises,  in  foreign  countrieSj  a  greater  demand  :  while 
imported  commodities  have  possibly  risen  in  price,  from 
the  influx  of  money  into  foreign  countries^  and  at  all  events 
have  not  participated  in  the  general  falL  But  until  the  in- 
creased cheapness  of  English  goods  induces  foreign  cotin- 
tries  to  take  agi*eaterpecnniary  value,  or  until  tlie  increased 
dearness  (positive  or  comparative)  of  foreign  goods  makes 
England  take  a  less  pecuniary  value,  the  exports  of  England 
will  be  no  nearer  to  paying  for  the  imports  than  before,  and 
the  stream  of  the  precious  metals  w^hi(^li  liad  l>egnn  to  flow 
out  of  England,  will  still  flow"  on.  Tliis  efflux  will  continue, 
miti!  the  fall  of  prices  in  England  brings  within  reach  nf  the 
foreign  market  some  commodity  which  England  did  not 
previously  send  thither ;  or  until  tlie  reduced  price  of  the 
things  %vhich  she  did  send,  has  forced  a  demand  abroad  for 
a  sufficient  quantity  to  pay  for  the  imports,  aided,  perhaps, 
by  a  reduction  of  the  English  demand  for  foreign  gtujds, 
through  their  enhanced  price,  either  positive  or  comparative. 

Now  this  is  the  very  process  which  took  place  on  our 
original  supposition  of  barter.     Not  oi\\y,  \X\^T^fex^^  ^*o»^% 
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the  trade  between  nations  tend  to  tlie  same  equilibrium  be- 
tween exports  and  imports,  whether  money  is  employed  or 
not,  but  the  means  by  which  this  ec[Tiilibritim  is  established 
are  essentially  the  same.  The  country  whose  exports  are 
not  sufficient  to  pay  for  her  imports,  offers  them  on  clieaper 
terms,  until  she  succeeds  in  forcing  the  necessary  demand: 
in  other  words^  the  Equation  of  International  Demand, 
under  a  money  system  as  well  as  ujider  a  baiter  system,  is 
the  law  of  international  trade.  Every  country  exports  and 
imports  the  very  same  things,  and  in  the  very  same  quan- 
tity, under  the  one  system  as  under  the  other.  In  a  baiter 
6ystem,  the  trade  gravitates  to  the  point  at  which  the  sum  ■ 
of  the  imports  exactly  exchanges  for  the  sum  of  the  exports: 
in  a  money  system,  it  gravitates  to  the  point  at  which  tbe 
Bum  of  the  impoits  and  the  sum  of  the  exports  exchange 
for  the  same  quantity  of  money.  And  since  things  which 
are  equal  to  the  same  thing  are  equal  to  one  another,  the 
exports  and  imports  which  are  equal  in  money  price,  would, 
if  money  were  not  used,  precisely  exchange  for  one  another.* 

*  The  subjoined  extract  from  tiie  separate  Essay  previouslj  referred  to,  will 
give  some  assistauce  in  following  the  course  of  the  phenomena.  It  is  udnpted 
to  the  imaginary  case  used  for  iUustration  throughout  that  Essay,  the  case  of  a 
trade  between  England  and  Germany  in  cloth  and  linen » 

^'  We  may,  at  first,  make  whatever  supposition  we  wili  with  refipect  to  the 
value  of  money.  Let  us  suppose,  therefore,  that  before  the  opening  of  the 
trade,  the  price  of  cloth  la  the  eame  in  both  countries,  namely,  sii  shillinga  per  ■ 
yard.  Ah  ten  yarda  of  cloth  were  supposed  to  exchange  in  England  for  fifteen  ■ 
yards  of  linen,  hi  Germany  for  twenty,  we  must  suppose  that  linen  is  sold  in 
England  at  four  ahilling."^  per  yard,  in  Germany  at  three.  Cost  of  carriage  and 
importer's  profit  are  left,  as  before,  out  of  consideration. 

*'  In  this  state  of  prices,  cloth,  it  is  evident,  cannot  yet  be  exported  from 
England  into  Germany :  but  linen  can  be  imported  from  Germany  into  England. 
It  will  be  so ;  and,  in  the  first  instance,  the  linen  will  be  paid  for  in  money. 

**  Tlie  eflflnit  of  money  from  England,  and  its  influx  into  (term any,  will  raise 
money  prices  in  the  latter  country,  and  lower  them  in  the  former.  Linen  will 
rise  in  Germany  above  three  shillings  per  yard,  and  cloth  above  six  shillings. 
Linen  in  England,  being  imported  from  Germany,  will  (since  cost  of  carriage  is 
not  reckoned)  sink  to  the  same  price  as  in  that  country,  while  cloth  will  fall  be- 
low six  shillings.  As  soon  as  the  price  of  cloth  is  lower  in  England  than  m 
Germany,  it  will  begin  to  he  exported,  and  the  price  of  doth  in  Germany  will 
^kU  £o  wimt  it  IS  in  England.     As  long  as  the  cloth  exported  does  not  suffiii^  to 
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^  2.  It  thus  appeal's  that  the  law  of  international 
values,  aiidj  consequently,  the  divisioTi  of  the  advantages  of 
trade,  among  the  nations  which  carry  it  on,  are  the  Bame, 
on  the  supposition  of  money,  as  they  would  he  in  a  state 
of  harter.  In  international,  as  in  ordinary  domestic  inter- 
changes, money  is  to  commerce  only  what  oil  is  to  inachin- 
ery,  or  railways  to  locomotion,  a  contrivance  to  diminish 
frit^tion.     In  order  still  further  to  test  these  conehisioii!?,  let 

pay  for  the  linen  imported^  matitj  will  txiQtincie  to  flow  from  England  into  Ger- 
mBTjy,  and  prices  generally  will  continue  to  fall  in  England  and  rUv  in  (ieitnany. 
By  the  fall,  however,  of  cloth  in  England,  cloth  will  fall  in  Germany  id*o,  and 
the  demand  for  it  will  increase,  B?  the  rine  of  linen  in  Gertnany,  linen  mtist 
rise  in  Enj^tand  also,  ond  the  demand  for  it  will  diinlniish.  Ab  etoth  lell  in  price 
and  linen  rose,  there  would  be  S4)rae  partienlar  price  of  both  articles  at  which 
the  clotli  exported  and  the  linen  imported  would  exactly  pay  for  each  otber. 
At  tlufi  point  prices  would  remain,  hecanBe  money  would  then  cea^e  to  move  out 
of  England  into  Germany.  What  this  ]>oint  might  t)c,  would  entirely  depend 
upon  the  circumstances  and  inelinations  of  the  pnrchadcra  on  Iroth  aides*  If  the 
fall  of  cloth  did  not  much  increase  the  demand  for  it  in  Gerniany,  and  the  rise 
of  linen  did  not  diminish  very  rapidly  the  demand  for  it  in  England^  mneh 
money  must  paik4  fjcfore  the  etpiilibrium  is  restored  ;  cloth  would  fall  very  much^ 
and  linen  would  rise^  no  til  England,  perhapH^  had  to  pay  nearly  as  much  for  it  a^ 
when  she  produced  It  for  hersu?lf  But  if,  on  the  contrary^  the  tall  of  cloth 
caused  a  very  rapid  increase  of  the  demand  for  it  in  Germany,  and  the  rise  of 
linen  in  Geiroany  reduced  very  rapidly  the  demand  in  England  from  what  it  was 
under  the  influence  of  the  fii*st  cheapness  produced  by  the  opening  of  the  trade; 
the  cloth  would  very  smm  «uffice  to  pay  for  the  linen,  little  money  would  pasa 
l>etween  the  two  conntricH,  and  England  would  derive  a  large  portion  of  the 
benefit  of  the  trade.  We  have  thuis  arrived  at  precisely  the  same  conclusion,  in 
supposing  tlie  employment  of  money,  which  we  found  to  hold  under  the  supjjosi- 
tion  of  barter. 

**  In  what  shai>e  the  benefit  accrues  to  the  two  nations  from  the  trade  is  clear 
enough.  Germany,  before  the  commencement  of  thp  trade,  pai<l  six  Rhillings 
per  yard  for  broadcloth :  she  now  obtains  it  at  a  lower  price.  This,  however,  is 
not  the  whole  of  her  advantage.  As  the  money-prices  of  all  her  other  comniodi' 
ties  have  risen,  the  money-incomes  of  all  her  producers  have  increased.  This  \a 
00  advantage  to  them  in  buying  from  each  other,  because  the  price  of  what  they 
buy  has  risen  in  the  same  ratio  with  their  meanr^  of  paying  for  it :  but  it  is  an 
advantage  to  them  in  buying  anything  which  has  not  risen,  and,  still  more,  any- 
thing which  baa  fallen.  They,  therefore,  benefit  as  consumers  of  cloth,  not 
merely  to  the  extent  to  which  cloth  has  fallen,  but  also  to  the  extent  to  which 
other  prices  have  risen.  Suppose  that  this  is  one-tenth.  The  same  proportion 
of  their  money 'incomes  ab  before,  will  suffice  to  siippV-j  t\\e\T  o^^^«T  ^mvX^\  wA 
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118  proceed  to  re-examine,  on  the  siippoeition  of  money,  a 
question  which  we  have  alreftdy  inveistigated  on  the  hy- 
potliesis  uf  Ijai'ter,  namely,  to  what  extent  the  benefit  of  an 
improvement  in  the  product  ion  of  an  exportable  article,  is 
participated  in  by  the  countries  importing  it. 

Tile  improvement  may  either  eun&ist  in  the  cheapening 
of  some  article  wdiieh  was  already  a  staple  production  of  the 
coimtiy,  or  in  the  estahhsboieiit  of  Bome  new  braneli  of  in- 
dustry,  or  of  some  process  rendering  an  article  expoilahle 
which  had  not  till  then  been  exported  at  all.     It  will  be 


the  remainder,  being  iiK'r(*fiacd  one-tenth  in  amount^  wUl  enable  them  to  pur- 
vhoAe  one-teiitli  more  dotb  than  bet'oic%  even  though  cloth  haJ  not  fallen :  but  it 
h»s  fallen ;  so  tb«it  ilwy  arc  dnubly  gatnci'S.  They  purcimae  tbe  same  fiuantity 
with  less  money,  and  have  more  to  expt^nd  upon  their  *>ther  wautn. 

**  III  England,  on  tho  eontmry,  g'-'i^'ral  inojiey-priee»  have  fallen.  Linciit 
however,  Ima  tklleu  moie  than  the  re?4t,  having  been  lowered  in  price  by  importa- 
tion from  a  eoyntry  where  it  wari  eheaper ;  wheitJiia  the  othci:s  have  ikllen  diiiy 
from  the  consequent  efflux  of  money.  Notwithstanding,  therefore,  the  general 
fftll  of  raoney-pi'iceBT  the  English  producers  will  be  exactly  m  thev  were  in  all 
other  respects,  while  they  will  gain  as  purehaaei'a  of  linen. 

**  The  greater  the  efflux  of  money  required  to  re&tore  the  equilibrium,  the 
greater  will  be  the  gain  of  Germany,  both  by  tlie  fall  of  elotb  und  by  the  rise  of 
her  {reneral  priee*.  The  Icfw  the  efflux  of  money  requisite,  the  greater  will  he 
the  gain  of  England;  becrtiiHC  tbe  price  of  linen  will  continue  lower,  and  her 
genera]  prices  will  not  be  reduced  so  much.  It  mu^i  not,  however,  be  imiigined 
that  high  money-prices  are  a  goodj  and  low  money-priees  an  evil,  in  themselves, 
Bnt  the  higher  the  general  money-pricea  io  any  country,  the  greater  will  he  that 
conntry*s  means  of  purchasing  thoKe  commodities*^  wliich,  lieing  imported  from 
abix>ad,  are  independent  of  the  causes  which  keep  prieea  high  at  home.'^ 

In  practice,  the  cloth  and  the  linen  would  not,  as  here  supposed,  be  at  tho 
mma  price  in  England  and  io  Uermaiiy :  each  would  be  dearer  in  money-price 
in  the  country  wluch  imported  than  in  that  which  produced  tt^  by  the  anioimt  of 
the  coat  of  carriage,  together  with  the  ortlinary  profit  on  the  importer\s  capital 
for  the  average  length  of  time  which  elapsed  before  the  commodity  could  Ije  dis- 
posed of.  Byt  it  does  not  follow  that  cjich  comitry  pays  the  cost  of  carriage  of 
the  commodity  it  imports. ;  for  tbe  addition  of  tlii-*  item  to  the  price  may  operate 
as  a  greuter  check  to  demand  on  one  side  than  on  the  other;  and  the  equation 
of  international  demand,  and  ecu  sequent  equilibrium  of  payments^  may  not  be 
maintained.  Money  would  then  fiow  out  of  one  country  into  the  other,  until,  in 
the  manner  already  illustrated,  the  cfpiilibrium  wns  restored :  and,  when  this 
wafi  effected^  one  country  would  be  paying  more  than  ita  own  coat  of  carnage 
&ud  the  other  less. 
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convenient  to  begin  with  the  caee  of  a  new  export,  as  being 
Himiewhat  the  simpler  of  the  two. 

The  first  efleet  is  that  the  artiele  falla  in  ]n^iee,  and  a 
demand  arises  for  it  abroad.  This  new  exportation  disturbs 
the  bahince,  turns  the  exclianges,  money  Hows  into  the 
country  (whieh  we  shall  suppose  to  he  England)^  and  con- 
tinues to  flow  until  priees  rise.  This  higher  range  of  prices 
will  somewhat  elieck  the  demand  in  foreign  eoiintjies  for 
the  new  artiele  of  export ;  and  will  diminish  the  demand 
wdiieh  existed  abroad  for  the  other  things  wdiieh  England 
was  in  the  habit  of  exporting.  The  exports  will  tliiis  be 
diminished ;  while  at  the  same  time  the  English  public, 
having  more  nionev,  will  have  a  greater  power  of  purchas- 
ing foreign  commodities.  If  they  make  use  of  this  increased 
power  of  purchase,  there  will  be  an  increase  of  imports ; 
and  by  this,  and  the  check  to  exjiortation,  the  equihbrium 
of  imports  and  exports  will  be  restored.  Tlie  resnlt  to  for- 
eign countries  will  he,  that  they  have  to  pay  dearer  than 
before  for  their  other  imports,  and  obtain  the  new  com- 
modity cheaper  than  before,  but  not  so  much  cheaper  as 
England  lierself  does.  I  say  this,  being  well  aware  tliat  the 
artiele  would  be  actually  at  the  very  same  price  (cost  of 
carriage  excepted)  in  England  and  in  other  countries,  Ttie 
cheapness,  however,  of  the  artiele  is  not  measured  solely 
by  the  money-price,  hot  by  that  price  compared  with  the 
money  incomes  of  the  consumers.  Tlie  price  is  tlie  same 
to  the  English  and  to  the  Ibreign  consumers ;  but  the  former 
pay  that  price  from  mouey  incomes  which  have  been  in- 
creased by  the  new  distribution  of  the  precious  metals; 
while  the  latter  have  had  their  money  incomes  probably 
diminished  by  the  same  cause.  The  trade,  therefore,  has 
not  imparted  to  the  foreign  consumer  the  whole,  hut  only 
a  portion,  of  the  benefit  which  the  English  consumer  Iia? 
derived  from  the  improvement ;  while  England  has  also 
benefited  in  the  prices  of  foreign  commodities.  Thus,  tlien, 
aDy  industrial  improvement  which  leads  to  the  opening  of 
a  new  branch  of  export  trade,  benefits  a  eom\lT^  tlo\,  o\\^ 
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by  the  cheapiie>ss  of  tlie  article  in  wliieli  the  improvement 
has  taken  place,  but  by  a  general  clieapening  of  all  imported 
products,  1 

Let  us  now  change  tlie  liypothesiSj  and  suppose  that  the  ' 
improvement,  instead  of  creating  a  new  export  from  Eng- 
land, cheapens  an  extBting  one.  When  we  examiiied  this 
case  on  the  supposition  of  barter,  it  appeared  to  ns  that  the 
foreign  consumers  niiglit  either  obtain  the  same  benefit  from 
the  improvement  as  England  herself,  or  a  less  benefit,  or  I 
even  a  greater  benefit,  accotxling  to  the  degree  in  wliicii  the 
consumption  of  the  cheapened  article  is  calculated  to  extend 
itself  as  the  article  diminishes  in  price.  The  same  concln- 
Bions  will  be  found  tme  on  the  supposition  of  money. 

Let  die  conunodity  in  which  there  is  an  improvement, 
be  clotli,  Tlie  first  effect  of  the  improvement  is  that  its 
price  falls,  and  there  is  an  increased  demand  for  it  in  the 
foreign  market.  But  this  demand  is  of  uncertain  amount. 
Suppose  the  foreign  consumers  to  increase  their  purchases 
in  the  exact  ratio  of  the  cheapness,  or  in  other  words,  to  lay 
out  in  cloth  the  same  sum  of  money  as  befoi*e ;  the  same 
aggregate  payment  as  before  will  be  due  from  foreign  coun- 
tries to  England  ;  the  equilibrium  of  exports  and  imports 
will  remain  undisturbed,  and  foreigners  will  obtain  the  full 
atl vantage  of  the  increased  cheapness  of  cloth.  But  if  the 
foreign  demand  for  cloth  is  of  such  a  character  as  to  in-  I 
crease  in  a  greater  ratio  than  the  cheapness,  a  larger  sum 
than  formerly  will  be  due  to  England  for  cloth,  and  when 
paid  will  raise  English  prices,  the  price  of  cloth  inchided ; 
this  rise,  however,  will  affect  only  the  foreign  purchaser, 
English  incomes  being  raised  in  a  correspondmg  propor 
tion ;  and  the  foreign  consumer  will  thus  derive  a  less  ad- 
vantage than  England  from  the  improvement*  If,  on  the 
contrary,  the  cheapening  of  cloth  does  not  extend  the  for- 
eign demand  for  it  in  a  proportional  degree,  a  less  sum  of 
debts  than  before  will  be  due  to  England  for  cloth,  while 
there  will  be  the  nsual  sum  of  debts  due  from  England  to 
foreign  counhies ;  the  balance  of  trade  will  turn  against 
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England,  iiiuney  will  he  exported,  prices  (tliat  of  cloth  in- 
eluded )  will  fall,  and  cloth  will  eventually  be  cheapened  io 
the  foreign  purchaser  in  a  still  greater  ratio,  than  the  ini- 
provetnent  has  cheapened  it  to  England.  These  are  the 
very  conclusions  which  we  deduced  on  the  hypothesis  of 
barter. 

The  result  of  tlie  preceding  discussion  cannot  be  better 
summed  up  than  in  the  words  of  Eicardo."^  *'  Gold  and 
silver  having  been  chosen  for  the  general  medium  of  circu- 
lation, they  are,  by  the  competition  of  commerce,  distrib- 
uted ij}  sneh  proportions  amongst  the  difl'erent  eoimtries  of 
the  world  as  to  accommodate  themselves  to  the  natural 
traffic?  which  W'ould  take  place  if  Jio  such  metals  existed, 
and  the  trade  between  countries  w^ere  purely  a  trade  of 
barter."  Of  this  principle,  so  feitile  in  consequences,  pre- 
vious to  w^hich  the  theoi-y  of  foreign  trade  was  an  unintel- 
ligible chaos,  Mr,  Ricardo,  thougli  lie  did  not  pursue  it  into 
its  ramifications,  was  the  real  originator.  No  writer  who 
preceded  liim  appears  to  have  had  a  glimpse  of  it :  and  few 
are  those  who  even  since  his  time  have  had  an  adequate 
conception  of  its  scientiiic  value. 

§  3.  It  is  now  necessary  to  inquire,  in  what  manner 
this  law^  of  the  distribution  of  the  precious  metals  by  means 
of  the  exchanges,  affects  the  exchange  value  of  money  it* 
self;  and  how  it  tallies  with  the  law  by  which  we  found 
that  the  value  of  money  is  regulated  when  imported  as  a 
mere  article  of  merchandize.  For  there  is  here  a  semblanco 
of  contradiction,  which  has,  I  think,  contributed  more  than 
anything  else  to  make  some  distinguished  political  econo- 
mists resist  the  evidence  of  the  i>rcccding  doctrines.  Money, 
they  justly  think,  is  no  exception  to  the  general  laws  of 
value ;  it  is  a  commodity  like  any  other,  and  its  average 
or  natural  vahie  must  depend  on  the  cost  of  producing,  or 
at  least  of  obtaining  it.  That  its  distribution  through  the 
world,  therefore,  and  its  different  value  in  different  places, 
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sliould  be  liable  to  be  altered,  not  by  causes  affecting  itself, 
but  l»y  a  liimdred  eauses  xmconnected  with  it ;  by  everj^- 
tiling  which  aflects  the  trade  in  other  commodities,  so  as  to 
derange  the  eqiiihbriuin  of  exports  and  imports ;  appears 
to  these  thinkei-s  a  doctrine  altogether  inadmissible. 

But  the  supposed  anomaly  exists  only  in  semblance. 
The  causes  whicli  bring  money  into  or  carry  it  out  of  a 
country  through  the  exchanges,  to  restore  the  equilibrhim 
of  trade^  and  which  thereby  raise  its  value  in  some  eouiitries 
and  lower  it  in  others,  are  the  very  same  causes  on  which 
the  local  value  of  n^oney  woidd  depend,  if  it  were  never 
imported  except  as  a  merchandize,  and  never  except  directly 
from  the  mines.  When  the  value  of  money  in  a  eountry 
is  permanently  lowered  by  an  influx  of  it  through  the  bal- 
ance of  trade,  the  cause,  if  it  is  not  diminished  cost  of  pro- 
duction, must  be  one  of  those  causes  which  compel  a  new 
adjustment,  more  favourable  to  the  eountry,  of  the  erpiatlon 
of  international  demand  :  namely,  either  an  increased  de- 
mand abroad  for  her  commodities,  or  a  diminished  demand 
on  her  part  for  those  of  foreign  countries,  Now  an  increased 
foreign  demand  for  the  commodities  of  a  country,  or  a  di- 
minished demand  in  the  country  for  imported  commoditieB, 
are  the  very  causes  which,  on  the  general  pviueiples  of  trade, 
enable  a  country  to  purchase  all  imports,  and  (consequently 
the  precious  metals,  at  a  lower  value.  There  is  therefore 
no  contradiction,  but  the  most  perfect  accordance  in  the 
results  of  the  two  different  modes  in  which  the  precious 
metals  may  be  obtained.  "When  money  flows  from  country  ■ 
to  country  in  consequence  of  changes  in  the  interaational 
demand  for  commodities,  am:l  by  so  doing  altei^  its  own 
local  value,  it  merely  realizes,  by  a  more  rapid  process,  the 
effect  which  would  otherwise  take  place  more  slowly,  by 
an  alteration  m  the  relative  breadth  of  the  streams  by  which 
the  precious  metals  flow  into  diflerent  regions  of  the  earth 
from  the  mining  countries.  As  therefore  we  before  saw 
that  the  use  of  money  as  a  mediutn  of  exchange  does  not 

'e  least  alter  the  law  on  which  the  values  of  other 
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rtiings,  either  in  the  same  coimtry,  or  in  tern  at  ion  ally,  de- 
pend,  so  neither  does  it  alter  the  law  of  the  value  of  the 
precious  metal  itself:  and  there  is  in  tlie  whole  doctrine  of 
international  %'alue8  as  nuw  laid  down,  a  nnitj  and  harmony 
which  is  a  strong  collateral  presnniption  of  trnth, 

f  4.  Before  closing  thit^  disenst^ion,  it  h  fitting  to  point 
out  in  what  manner  ^nd  degree  the  preceding  conchjBions 
are  affected  by  the  existence  of  international  payments  not 
originating  in  commerce^  and  for  which  no  eqnivalent  in 
either  money  or  commodities  is  expected  or  received  ;  such 
as  a  tribnte,  or  remittances  of  rent  to  absentee  landlords  or 
of  interest  to  foreign  creditors,  or  a  government  expenditure 
abroad,  such  as  England  inenrs  in  tlie  management  of  some 
of  her  colonial  dependencies. 

To  begin  with  the  case  of  barter.  The  supposed  annual 
remittances  being  made  in  commodities,  and  being  exports 
for  which  there  is  to  be  no  return,  it  is  no  longer  requisite 
that  tlie  imports  and  exports  should  pay  for  one  another: 
on  the  contrary,  there  must  be  an  aimnal  excess  of  exports 
over  imports,  equal  to  the  value  of  the  remittauee.  If,  be- 
fore the  country  became  liable  to  the  annual  pajTnent,  for- 
eign eomuieree  was  in  its  natural  state  of  equilibrium,  it 
^vill  now  be  necessary  for  the  purpose  of  effecting  the  remit- 
tances, that  foreign  countries  should  be  induced  to  take  a 
greater  quantity  of  exports  than  before  :  which  can  only  be 
done  liv  offering  those  exports  on  cheaper  terms,  or  in  other 
words,  by  paying  dearer  for  foreign  commodities.  The  in- 
ternational values  will  so  adjust  themselves  that  either  by 
greater  exports,  or  sinaUer  imports,  or  both,  the  requisite 
excess  on  the  side  of  exports  will  be  brouglit  about ;  and 
this  excess  will  become  the  permanent  state.  The  result 
is,  that  a  country  which  makes  regular  payments  to  foreign 
countries,  besides  losing  what  it  pays,  loses  also  something 
more,  by  the  less  advantageous  terms  on  which  it  is  forced 
to  exchange  its  productions  for  foreign  commodities. 

The  same  results  follow  on  the  supyosltivm  ^:i?  TCttiW^'^, 
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Commerce  being  supposed  to  be  in  a  state  of  equilibrium 
when  the  obligatory  remittances  begin,  the  tirst  remittance 
is  neceBsarily  made  in  money.  This  lowers  prices  in  the 
remitting  country,  and  raises  them  in  the  receiving.  Hie 
natural  effect  is  that  more  commodities  are  exported  than 
before,  and  fewer  imported,  and  tliatj  on  tJie  score  of  com- 
merce alone,  a  balance  of  money  will  be  constantly  due 
from  the  receiving  to  the  paying  country.  When  the  debt 
thus  annually  due  to  the  tributary  countrj^  becomes  equal 
to  the  annual  tribute  or  other  regular  payment  due  from  it, 
no  further  transmission  of  money  takes  place ;  the  equili- 
brium of  exports  and  imports  will  no  longer  exist,  but  that 
of  paymentB  will ;  the  exchange  will  be  at  par,  the  two 
debts  will  be  set  off  against  one  anotherj  and  the  tribute  or 
remittance  will  be  virtually  paid  in  goods.  The  result  to 
the  interests  of  the  two  countries  will  be  as  already  pointed 
out:  the  paying  country  will  give  a  higher  price  for  all 
that  it  buys  from  the  receiving  countiy,  while  the  latter, 
besides  receiving  the  tribute,  obtains  the  exportable  pi'oduce 
of  the  tributary  country  at  a  lower  price. 


CHAPTEE  XXn, 

mFUJENCE  or  THE  CURKENCY  ON  THE  EXCHANGES  AND  ON 
FOREIGN  TRADE. 


§  1,  In  oiir  inquiry  into  the  laws  of  iutematioDal  trade, 
we  commenced  with  the  principles  which  determine  inter- 
national exchanges  and  internatit^nal  vahics  on  the  hypothe- 
sis of  barter.  We  next  showed  tbat  the  introduction  of 
money  as  a  medium  of  exchange,  makes  no  diflerence  in 
the  hiws  of  exelianges  and  of  vahies  hetween  country  and 
countiy,  DO  more  than  hetween  individual  and  individual; 
since  the  precious  metals,  under  the  influence  of  those  same 
laws,  distribute  tlieinselves  in  such  proportions  among  the 
different  countries  of  tlie  world,  as  to  allow  the  very  same 
exchanges  to  go  on,  and  at  tlie  same  values,  as  would  he 
ffte  case  under  a  system  of  barter.  We  lastly  considered 
how  the  value  of  money  itself  is  affected,  by  those  alter- 
ations m  tlie  state  of  trade  winch  arise  from  alterations 
either  in  the  demand  and  supply  of  commodities  or  in  their 
cost  of  production.  It  remains  to  consider  the  alterations 
in  tlie  state  of  trade  which  originate  not  in  connnodlties  but 
in  money. 

Gold  and  silver  may  vary  like  other  things,  though  they 
are  not  so  likely  to  vary  as  other  things,  in  their  cost  of  pro- 
duction. Tlie  demand  for  them  in  foreign  countries  may 
also  vary.  It  may  increase,  by  augmented  employment  of 
the  metals  for  puqsoses  of  art  and  ornament,  or  because  the 
increase  of  production  and  of  transactions  has  created  a 
greater  amount  of  business  to  be  done  by  ttie^  ^iTc^viX'ai^LSi^ 
35 
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medium.  It  may  diminisbj  for  the  opposite  reasons ;  or 
from  the  extension  of  the  economizing  expedients  by  which 
the  use  of  metallic  money  is  partially  dispensed  with. 
These  changes  act  npon  the  trade  between  other  countries 
and  tlie  mining  countries,  and  npon  the  value  of  the  pre- 
cious metals,  according  to  the  general  laws  of  the  value  of 
imported  commodities :  which  have  been  set  forth  in  the 
previous  chapters  with  sufficient  fulness. 

What  I  propose  to  examine  in  the  present  chapter,  is 
not  those  circunistancea  aflfecting  money,  which  alter  the 
permanent  conditions  of  its  value  ;  but  the  effects  produced 
on  international  trade  by  casual  or  temporary  variations  in  ■ 
the  value  of  money,  which  have  no  connexion  with  any 
causes  affecting  its  permanent  value.  This  is  a  subject  of 
importancCj  on  account  of  its  bearing  npon  the  practical 
problem  which  has  excited  so  much  discussion  for  sixty 
years  past,  the  regulation  of  the  currency. 


i 


§  2.  Let  us  suppose  in  any  country  a  circulating  me- 
dium pm'ely  metallic,  and  a  sudden  casual  increase  made  - 
to  it ;  for  example,  by  bringing  into  circulation  hoards  of  \ 
treasure^  which  had  been  concealed  in  a  previous  period  of 
foreign  invasion  or  internal  disorder*  Hie  natural  effect 
would  be  a  rise  of  prices.  This  would  check  exports,  and 
encourage  imports  ;  the  imports  would  exceed  tlie  exports, 
the  exchanges  would  become  unfavorable,  and  a  newly- 
acquired  stock  of  money  would  diffuse  itself  over  all  coun- 
tries with  which  the  supposed  country  carried  on  trade,  and 
from  them,  progressively,  through  all  parts  of  the  commer- 
cial world.  The  money  which  thus  overflowed  would  spread 
itself  to  an  equal  depth  over  all  commercial  coujitries.  For  ■ 
it  would  go  on  flowing  until  the  exports  and  imports  again 
balanced  one  another :  and  this  (as  no  change  is  supposed 
in  the  permanent  circumstances  of  international  demand) 
could  only  be^  when  the  money  had  diffused  itself  so  equally 
that  prices  had  risen  in  the  same  ratio  in  all  countries,  so 
^^^t  the  alteration  of  price  would  be  for  all  practical  pur- 
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poses  ineflective,  and  the  exports  and  iiiiports,  tlioiigh  at  a 
higher  money  vahiatiau,  would  be  exactly  tlie  same  as  they 
were  originaily.  This  dimmished  value  of  money  through- 
out the  world,  (at  least  if  the  diminution  was  considerable) 
would  cause  a  BUBpeusion,  or  at  least  a  diiniuutionj  of  the 
annual  supply  from  the  mines :  since  the  metal  would  no 
longer  command  a  value  equivalent  to  its  highest  cost  of 
production.  The  annual  w^aatCj  would,  tlxereibrej  not  be 
fully  made  up,  and  the  usual  causes  of  destruction  would 
gradually  reduce  the  aggregate  quantity  of  the  precious 
metals  to  its  former  amount ;  after  w^iicli  their  production 
would  recommence  on  its  former  scale.  The  discovery  of 
the  treasure  would  thus  produce  only  temporary  effects; 
namely,  a  brief  dieturbanee  of  international  trade  until  the 
treasure  had  dieseminated  itself  through  the  world,  and 
then  a  temporary  depression  in  the  value  of  the  meta!,  be- 
low^  that  which  corresponds  to  the  cost  of  producing  or  of 
obtaining  it ;  which  depreasion  would  gradually  be  cor- 
rected, by  a  temporarily  duninished  production  in  the  pro- 
ducing countries,  and  importation  in  the  importing  coun- 
tries. 

The  same  effects  which  w^ould  thus  arise  from  the  dis- 
covery of  a  treasure,  accompany  the  process  by  which  bank 
notes,  or  any  of  the  other  subfititutes  for  money,  take  the 
place  of  the  precious  metals.  Suppose  that  England  pos- 
sessed a  currency  wdiolly  metallic,  of  tw'enty  millions  ster- 
Ihig,  and  that  suddenly  twenty  millions  of  bank  notes  were 
sent  into  circulation.  If  these  were  issued  by  bankers,  they 
would  be  employed  in  loans,  or  in  the  purchase  of  securities, 
and  would  therefore  create  a  sudden  fall  in  the  rate  of  in- 
terest, which  w^ould  probably  send  a  great  part  of  the  twenty 
millions  of  gold  out  of  the  country  as  capital,  to  seek  a 
higher  rate  of  interest  elsewlicre,  before  there  had  been  time 
for  any  action  on  prices.  But  we  will  suppose  that  the 
notes  are  not  issued  by  bankers,  or  money-lenders  of  any 
kind,  but  by  manufacturers,  in  the  payment  of  wages  and 
the  purchase  of  materials,  or  by  the  govemnieiit  m  H^'s*  vi^^- 
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nary  expenses,  so  that  the  whole  ainouut  would  be  rapidly 
carried  into  the  markets  for  commodities.  The  followincr 
would  be  the  natural  order  of  consequences.  All  prices 
would  rise  greatlj.  Exportation  would  almost  cease  ;  im- 
portation would  be  prodigiously  stimulated*  A  great  bal- 
ance of  payments  would  become  due,  the  exchanges  would 
turn  against  England,  to  the  full  extent  of  the  cost  of  ex- 
porting money ;  and  the  surplus  coin  would  pour  itself 
rapidly  foi-th,  over  the  various  countries  of  the  world,  in 
tlie  order  of  their  proximity,  geograithieully  and  commer- 
cially,  to  England.  The  efflux  would  continue  until  the 
currencies  of  all  countries  had  come  to  a  level ;  by  whioh 
I  do  not  mean,  until  money  became  of  tlie  same  value  every- 
where, but  until  the  differences  were  only  those  which  exist* 
ed  before,  and  wliich  corresponded  to  permanent  differences 
in.  the  cost  of  obtaining  it.  W]ien  the  rise  of  prices  had 
extended  itself  in  an  equal  degi*ee  to  all  counti'ies,  exports 
and  imports  would  everywhere  revert  to  what  they  were  at 
firstj  would  balance  one  another,  and  the  exchanges  would 
return  to  par.  If  such  a  sum  of  money  as  twenty  mil  lions, 
when  spread  over  the  whole  surface  of  the  commercial  worlds 
were  sufficient  to  raise  the  general  level  in  a  perceptible 
degree,  the  effect  would  be  of  no  long  duration.  No  alter- 
ation having  occurred  in  the  general  conditions  under  which 
the  metals  were  procured,  either  in  the  world  at  large  or  in  ■ 
any  part  of  it,  the  reduced  value  would  no  longer  be  remu- 
nerating^ and  the  supply  from  the  mines  would  cease  par- 
tially  or  wholly,  until  the  twenty  millions  were  absorbed  ;  *M 
after  which  absorption,  the  currencies  of  all  countries  would 
be,  in  quantity  and  in  value,  nearly  at  their  original  leyeh 
I  say  nearly,  for  in  strict  accuracy  there  would  be  a  slight 
diflerence.     A  somewhat  smaller  annual  supply  of  the  pre- 


•  I  am  here  BuppoBiDg  a  stato  of  things  in  which  gold  and  silver  mining  are 
a  permanent  branch  of  induMry,  carried  on  under  known  conditiona ;  and  not 
tho  present  atate  of  unccrt^intT,  in  which  gold-rjathering  is  a  game  of  diance, 
proaceuted  (lor  the  pre&ent)  in  the  spirit  of  an  adventure,  not  in  tliat  of  a  regu* 
wt  laduBtrial  puraulL 
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cToiis  nietaU  would  now  be  required,  there  1 
^vorld  tweutj  luillions  le^s  of  metallic  monev 
waste,  Tlic  equilibrium  of  payments,  consequently,  be^ 
tween  tlie  mining  countries  and  the  rest  of  the  world,  would 
tliencetbrtb  require  that  tlie  miuiug  countries  should  either 
export  rather  more  of  souiething  el&e,  or  import  rather  less 
of  foreign  commodities ;  which  implies  a  somewhat  lower 
range  of  prices  than  previously  in  the  mining  countries,  and 
a  somewliat  liigher  in  all  others;  a  scantier  currency  in  the 
Ibriner,  and  rather  fuller  euiTencies  in  the  latter.  This 
effect,  which  would  be  too  trifliug  to  require  notice  except 
for  the  illustration  of  a  principle,  is  the  ouly  permanent 
change  wdiich  would  be  prc^dnced  on  international  trade, 
or  on  the  vahie  or  quantity  of  the  currency  of  any  country. 
Effects  of  another  kind,  however,  M^ill  have  been  pro- 
duced. Twenty  uiillionB  which  formerly  existetl  in  the  un- 
productive form  of  metallic  money,  have  been  f^onvcrted 
into  what  is,  or  is  capable  of  becoming,  productive  capitah 
This  gain  is  at  fimt  made  by  England  at  the  expense  of 
other  countries,  who  have  taken  her  sLiperfiuity  of  this 
costly  and  unproductive  article  off'  her  hands,  giving  for  it 
an  equivalent  valae  in  other  eoraniodities.  By  degrees  the 
loss  is  made  up  to  tliose  countrieB  by  diminislied  influx  from 
the  mines,  and  finally  the  w^orld  has  gained  a  virtnal  addi- 
tion of  twenty  millions  to  its  productive  resources.  Adam 
Smith's  illustration,  though  so  well  known,  deserves  for  its 
extreme  aptness  to  be  once  more  repeated.  He  compares 
the  substitution  of  paper  in  the  room  of  the  precious  metals, 
to  the  construction  of  a  highway  through  the  air,  by  which 
the  ground  now  occu]>ied  t»y  roads  would  become  available 
for  agriculture.  As  in  that  case  a  portion  of  the  soil,  so  in 
this  a  part  of  the  accumulated  wealth  of  the  country,  would 
be  relieved  from  a  function  in  which  it  was  only  employed 
in  rendering  other  soils  and  capitals  productive,  and  would 
itself  become  applicable  to  production  ;  the  office  it  pre- 
viously fulfilled  being  equally  >veli  discharged  by  a  medium 
which  costs  nothing. 
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The  value  saved  to  the  cominunity  by  thus  dispensing 
with  metallic  moneyj  m  a  clear  gain  to  those  w!io  provide 
the  substitute.  They  have  the  uBe  of  twenty  millioiis  of 
circulating  medium  which  have  cost  them  only  the  expense 
of  an  engraver's  plate.  If  they  employ  this  ai'cessioii  to 
their  fortunes  as  productive  capital,  the  produce  of  the 
country  is  increased  and  the  community  benefited,  as  much 
as  by  any  other  capital  of  equal  aiiiount.  Whether  it  is  so 
employed  or  not,  depends,  in  some  degree,  upon  the  mode 
of  issuing  it.  If  issued  by  the  government,  and  employed 
in  paying  off  debt,  it  would  probably  become  productive 
capital.  Tlie  government,  however,  may  prefer  employing 
this  extraordinary  resource  in  its  ordinary  expenses  j  may 
squander  it  uselessly,  or  make  it  a  mere  temj^orarj  substi- 
tute for  taxation  to  an  equivalent  amount ;  in  which  last 
case  the  amount  is  saved  by  the  taxpayers  at  large,  who  ■ 
either  add  it  to  their  capital  or  spend  it  as  income.  Wlien 
paper  currency  is  supplied,  as  in  our  own  country,  by 
bankers  and  banking  companies,  the  amount  is  almost  I 
wholly  turned  into  productive  capital :  for  the  issuers,  be- 
ing at  all  times  liable  to  be  called  upon  to  refund  the  vuhie, 
are  under  the  strongest  inducements  not  to  squander  it,  and 
the  only  cases  in  which  it  is  not  forthcoming  are  cases  of 
traud  or  mismanagement,  A  banker's  profession  being  that 
of  a  money-lender,  his  issue  of  notes  is  a  simple  extension 
of  his  ordinary  occupation.  lie  lends  the  amount  to  farmers, 
manufacturers,  or  dealers,  who  employ  it  in  their  several 
businesses.  So  employed,  it  yields,  like  any  other  capital, 
wages  of  labour  and  profits  of  stock.  The  profit  is  shared 
between  the  banker,  who  receives  interest,  and  a  succession 
of  borrowers,  mostly  for  short  periods,  who  after  paying  the 
interest,  gain  a  profit  in  addition,  or  a  convemence  equiva- 
lent to  profit.  The  capital  itself  in  the  long  run  becomes 
entirely  wages,  and  when  replaced  by  the  sale  of  the  pro- 
duce, becomes  wages  again  ;  thus  affording  a  perpetual  fund, 
of  the  value  of  twenty  millions,  for  the  maintenance  of  pro- 
ductive  labour^  and  increasing  the  annual  produce  of  the 
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country  by  all  that  can  be  prodiieed  through  the  means  of 
a  capital  of  that  value-  To  this  gain  rauet  be  added  a  fur- 
ther saving  to  the  country,  of  the  annual  supply  of  the  pre- 
cious metals  necessary  for  repairing  the  wear  and  tear,  and 
other  wastCj  of  a  metallic  currency, 

The  stLbstitutioDj  therefore,  of  paper  for  the  precious 
metals,  should  always  be  earned  as  far  as  is  couBiBtent  with 
safety  ;  no  greater  amount  of  metallic  cnrrency  beiug  re- 
tained, than  is  necessary  to  maintain,  both  in  fact  and  in 
public  belief,  the  convertibility  of  the  paper,  A  country 
with  the  extensive  commercial  relations  of  England,  is  liable 
to  be  suddenly  called  upon  for  large  foreign  payments,  some- 
times in  loans,  or  other  investments  of  capital  abroad,  some- 
times as  the  price  of  some  unusual  importation  of  goods,  the 
most  frequent  case  being  that  of  large  importations  of  food 
consequent  on  a  bad  harvest.  To  meet  such  demands  it  is 
necessary  that  there  should  be,  either  in  circulation  or  in 
the  coffers  of  the  banks,  coin  or  buUion  to  a  very  consider- 
able amount,  and  that  this,  when  drawn  out  by  any  emer- 
gency, should  be  allowed  to  return  after  the  emergency  is 
past.  But  since  gold  wanted  for  exportation  is  almost  in- 
variably drawn  from  the  reserves  of  the  banks,  and  is  never 
likely  to  be  taken  directly  from  the  circulation  while  the 
banks  remain  solvent,  the  only  advantage  which  can  be  ob- 
tained  from  retainmg  partially  a  metallic  currency  for  daily 
purposes  is,  that  the  banks  may  occasionally  replenish  their 
resei^es  from  it. 

§  3.  When  metallic  money  had  been  entirely  super- 
seded and  expelled  from  circulation,  by  the  substitution  of 
an  equal  amount  of  bank  notes,  any  attempt  to  beep  a  still 
further  quantity  of  paper  in  circulation  must,  if  the  notes 
are  conveitible,  be  a  complete  failure.  The  new  issue  would 
again  set  in  motion  the  same  train  of  consequences  by  which 
the  gold  coin  had  already  been  expelled.  Tlie  metals  would, 
as  before,  be  required  for  exportation,  and  would  be  for  that 
purpose  demanded  from  the  banks,  to  t\ie  i\\\\  e,xt^T\t  0*1  *^^ 


200 


BOOK  m.      CHAPTER   XXII.     §3, 


superfluous  notes ;  which,  tliiis  could  not  posi^iljlj  be  retained 
in  ctrtiulatian.  If,  indeed,  the  notes  were  inconvertible, 
there  would  be  no  sueh  obstacle  to  the  increase  of  their 
quantity.  An  inconvertible  paper  acts  in  tlie  same  way  as 
a  canvertible^  while  theie  reuiains  any  coin  for  it  to  super- 
sede :  the  difference  begins  to  man  it  est  itsell'  when  all  the 
coin  is  driven  from  circuhition  (except  what  may  be  retauied 
for  tlie  eonvenien^-^e  of  small  change),  and  the  issues  stil!  go 
on  increasing.  When  the  paper  begins  to  exceed  in  quan- 
tity the  metallic  currency  which  it  supei-seded,  prices  of 
course  rise  ;  things  which  were  worth  oL  m  nictaliic  money, 
became  worth  6L  in  inconvertible  paper,  or  more,  as  the 
case  may  be.  But  this  rise  of  price  will  not,  as  in  the  cases 
before  examined,  stimulate  import,  and  discourage  export. 
The  imports  and  exports  are  determined  by  the  metallic 
prices  of  things-,  not  by  the  paper  pnces:  and  it  is  only 
when  the  ptiper  is  exchangeable  at  pleasure  for  the  metals, 
that  paper  prices  and  metallic  prices  must  correspond. 

Let  lis  supjmse  that  England  is  the  country  which  has 
the  depreciated  paper.  Suppose  that  some  English  produc- 
tion could  be  bought,  while  the  currency  was  still  metallic, 
for  5/.,  and  sold  in  France  for  5/.  10#.,  the  difterenee  cover- 
ing the  expense  and  risk,  and  affording  a  profit  to  the  njcr- 
chant  On  account  of  the  depreciation,  this  commodity 
wilt  now  cost  in  England  6^.,  and  cannot  be  sold  in  France 
for  more  than  5L  lOs.,  and  yet  it  will  be  ex^>orted  as  before. 
Why  ?  Because  the  5L  lOs,  which  the  exporter  can  get  for 
it  in  France,  is  not  depreciated  paper,  but  gold  or  silver: 
and  since  in  Enghind  bullion  has  risen,  in  the  same  propor- 
tion with  other  things— if  the  merchant  brings  the  gold  or 
eilver  to  England,  he  can  sell  his  U,  10s,  for  6?.  12^.,  and 
obtain  m  before  10  per  cent  tor  profit  and  expenses. 

It  thus  appears,  that  a  depreciation  of  the  currency  does 
not  affect  the  foreign  trade  of  the  country  :  this  is  carried 
on  precisely  as  if  the  currency  maintained  its  value.  But 
though  the  trade  is  not  affected,  the  exclianges  are.  When 
the  imports  and  exports  arc  in  equilibrium,  the  exchange^ 
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!n  a  metallic  curreDcy,  would  lie  at  pur ;  a  lull  on  France 
for  the  e(|uivalent  of  iivu  sovert^igns,  would  be  wurtli  five 
sovereigTis.  But  five  eovcreigiu^j  or  the  quantity  of  gold 
contained  in  them,  having  come  to  be  worth  iu  Eiighnid  6/.» 
it  follows  that  a  bill  on  France  for  5/,  will  be  worth  6L 
When,  therefore^  the  real  exchange  is  at  par,  there  will  bo 
a  7wminal  exchange  against  the  country,  of  arf  much  per 
cent  as  the  anionnt  of  the  depreciation.  If  tlio  curreiiey  is 
depreciated  10,  15,  or  20  per  cent,  then  in  whatever  way 
the  real  exchange,  arising  from  the  variations  of  interna- 
tiouul  debts  and  credits,  may  vary,  the  quoted  exchange 
will  always  differ  10,  15,  or  20  per  cent  from  it.  However 
high  this  nominal  premium  may  be,  it  has  no  tendency  to 
send  gold  out  of  the  country,  for  the  puii>ose  of  drawing 
a  bill  against  it  and  profiting  by  the  prenniun  ;  because  the 
gold  m  sent  must  be  procured,  not  from  the  banks  and  at 
par,  as  in  the  case  of  a  convertible  currency,  but  in  the 
market,  at  an  advance  of  price  eqiuil  to  the  premium.  In 
Buch  eases,  instead  of  saying  that  the  exchange  is  unfavour- 
able, it  would  be  a  moj-e  correct  representation  to  say  that 
the  par  has  altered,  since  there  is  now  required  a  larger 
quantity  of  English  cniTency  to  be  equivalent  to  tlie  same 
quantity  of  foreign.  The  exchanges,  however,  continue  to 
be  computed  according  to  the  metallic  par.  Tbe  quoted 
exclianges,  therefore,  when  there  is  a  depretnated  currency, 
are  compounded  of  two  elements  or  fiictors ;  the  real  ex- 
change, which  follows  the  variations  of  international  pay- 
ments, and  the  nominal  exchange,  wdrich  varies  with  the 
depreciation  of  the  currency,  but  which,  wlnle  there  is  any 
depreciation  at  all,  must  always  be  unfavourable.  Since 
the  amount  of  depreciation  is  exactly  measured  by  the  de- 
gree ill  which  the  market  price  of  bullion  exceeds  the  mint 
valuation,  we  liave  a  sure  criterion  to  determine  what  por- 
tion of  the  quoted  exchange,  being  referable  to  depreciation^ 
may  be  struck  off*  as  nominal ;  the  result  so  corrected  ex- 
pressing the  real  exchange. 

Tlie  same  disturbance  of  the  exclvAi\^e%  a\\^  ol  \\\\sirs\"?w' 
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tional  trade,  which  is  produced  bj  an  increased  issue  of  con- 
vertible bank  notes,  Ib  in  hke  manner  produced  by  those 
extensions  of  credit,  which,  as  was  so  tully  shown  in  a  pre- 
ceding chapter,  have  the  same  effect  on  prices  as  an  increase 
of  the  currency.  Wlienever  cirenmstances  have  given  such 
an  impulse  to  the  spirit  of  speculation  as  to  occasion  a  great 
increase  of  purchases  on  credit,  money  prices  rise,  just  as 
much  as  they  would  have  risen  if  each  person  who  bo  buys 
on  credit  had  bought  with  money.  All  the  effects,  there- 
fore, nmst  be  similar.  As  a  consequence  of  high  prices, 
€xportation  is  checked  and  importation  stimulated  ;  though 
in  fact  the  increase  of  importation  seldom  waits  for  the  rise 
of  prices  which  is  the  consequence  of  speculation,  inasmuch 
as  some  of  the  great  articles  of  import  are  usually  among 
the  things  in  which  speculative  overtrading  first  shows  it- 
self. Til  ere  is,  therefore^  in  snch  periods,  usually  a  great 
excess  of  imports  over  exports ;  and  when  the  time  cornea 
at  which  these  must  be  paid  for,  the  exchanges  become  un- 
favourable, and  gold  flows  out  of  the  country.  In  what  pre- 
cise manner  this  efflux  of  gold  takes  effect  on  prices,  de- 
pends on  circumstances  of  which  we  shall  presently  speak 
more  fully  ;  but  that  its  effect  is  to  make  them  recoil  down- 1 
wards,  is  certain  and  e%4dent.  Tlie  recoil  once  begun,  gen- 
erally becomes  a  total  rout,  and  the  unusual  extension  of 
credit  is  rapidly  exchanged  for  an  unusual  contraction  of  it. 
Accordinglj^,  when  credit  has  been  imprudently  stretched, 
and  the  speculative  spirit  carried  to  excess,  the  turn  of  the 
«xchangeBj  and  consequent  pressure  on  the  banks  to  obtain 
gold  for  exportation,  are  generally  the  proximate  cause  of  J 
the  catastrophe.  But  these  phenomena,  though  a  conspicu-  ■ 
oug  accomipanimentj  are  no  essential  part,  of  the  collapse  of 
credit  called  a  commercial  crisis ;  which,  as  we  fonnerly  I 
showed,*  might  happen  to  as  great  an  extentj  and  is  quite  as  " 
likely  to  happen,  in  a  country,  if  any  such  there  were,  alto- 
gether destitute  of  foreign  trade. 

•  Supra,  pp.  68— 7U 
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§  1,  The  present  seems  the  most  proper  place  for  dis- 
cussing the  circumstances  which  determine  the  rate  of  in- 
terest. The  interest  of  loans,  being  really  a  queetion  of 
exchange  value,  falls  naturally  into  the  present  division  of 
our  subject :  and  the  two  topics  of  Currency  and  LoanSj 
though  in  themselves  distinct,  are  so  intimately  blended  in 
the  phenomena  of  what  is  called  the  money  market,  that  it 
is  impossible  to  miderstand  the  one  witliout  the  other,  and 
I'll  many  minds  the  two  subjects  are  mixed  up  in  the  most 
ioextri cable  confusion. 

In  the  preceding  Book*  we  deiined  the  relation  in  which 
interest  stands  to  profit.  We  found  that  the  gross  profit  of 
capital  miglit  be  distinguished  into  three  parts,  which  are 
i*espectively  the  remuneration  for  risk,  for  trouble,  and  for 
the  capital  itself,  and  may  be  termed  insurance,  wages  of 
superintendence,  and  interest.  After  making  compensation 
for  risk,  that  is,  after  covering  the  average  losses  to  which 
capital  is  exposed  either  by  the  general  eircnmstances  of 
society  or  by  the  hazards  of  the  particular  employmentj 
there  remains  a  surplus,  which  partly  goes  to  repay  the 
owner  of  the  capital  for  his  abstinence,  and  partly  the  em- 
ployer of  it  for  his  time  and  trouble.  How  much  goes  to 
the  one  and  how  much  to  the  other^  is  shown  by  the  amount 
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of  the  remiiiioratioii  wliicrh,  when  the  two  functions  are  sepa- 
rated, the  owner  of  capital  can  obtain  from  the  enipluyer 
for  its  use.  This  is  evidently  a  question  of  demand  and 
supply,  ^or  have  demand  and  supply  any  dilierent  niean- 
ing  or  effeet  in  this  case  from  what  they  have  in  all  others. 
The  rate  of  interest  will  he  such  as  to  equalize  the  demand 
for  loauB  witli  the  supply  of  them.  It  will  he  suchj  that 
exactly  as  much  as  suine  people  are  dcsii'uus  to  borrow  at 
that  rate,  others  shall  he  willing  to  lend.  If  there  is  more 
offered  than  demandedj  interest  will  fall ;  if  more  is  de- 
manded than  offeredj  it  will  rise ;  and  in  both  eaaeSj  to  the 
point  at  whieh  the  equation  of  supply  and  demand  is  re- 
establit^lted. 

Both  the  demand  and  supply  of  loans  fluctuate  more 
incessantly  than  any  other  demand  or  supply  whatsoever. 
The  fluctuations  in  otiier  tilings  depend  on  a  limited  num- 
ber of  influencing  eircumatanees ;  but  the  desire  to  bor- 
row, and  tlie  willingness  to  lend,  are  more  or  less  influenced 
by  every  circumstance  which  afieeta  the  state  oi'  prospects 
of  industry  or  eonmierce,  either  generally  or  in  any  of  their 
branches.  The  rate  of  interest,  therefore,  on  good  security, 
which  alone  we  have  here  to  consider  (for  interest  in  which 
considerations  of  risk  bear  a  part  may  swell  to  any  amount) 
is  seldom,  in  the  great  c-entres  of  money  transactions,  pre- 
cisely the  same  for  two  days  together;  as  is  shown  by  the 
ueverceasing  varialions  in  the  quitted  prices  of  the  funds 
and  other  negotiable  securities.  Nevertheless,  there  must 
be,  as  in  other  cases  of  value,  some  rate  wliich  (in  the  lan- 
guage of  Adam  Smith  and  Eicardo)  may  be  called  the  natn- 
rid  rate ;  some  rate  about  which  the  market  rate  oscillates, 
and  to  wliich  it  always  tends  to  return.  This  rate  j>artly 
depends  on  the  amount  of  accumulation  goiug  on  in  the 
hands  of  persons  who  cannot  themselves  attend  to  the  em- 
pliiyment  of  their  savings,  and  |>artly  on  the  comparative 
taste  existing  in  the  community  for  the  active  pursuits  of 
hid  us  try,  or  for  the  leisure,  ease^  and  independence  of  an 
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§  2;  To  exclude  easual  fliictuatious,  we  will  giup|H>^e 
cominerce  to  be  in  a  quie&cent  coudition,  no  employiiieut 
being  iiiiiisually  prosperous,  and  none  partieiilarlj  distressed. 
In  these  circumstances,  the  more  thriving  pi'oducere  and 
traders  ha%^e  their  capital  fnlly  emplojed,  and  many  are 
able  to  transact  biisinei?s  to  a  considerably  f*;reater  extent 
than  they  have  capital  for.  These  are  naturally  borrowei*8: 
and  the  amount  which  they  desire  to  borrow,  and  can  give 
security  tor,  constitutes  the  demand  for  loans  on  ac*count  of 
productive  employment.  To  these  must  he  added  the  loans 
required  by  Government^  iiud  by  hmdowners,  or  other  un- 
productive  consumers  who  have  good  security  to  give.  Tliis 
constitutes  the  mas3  of  loans  for  which  there  is  an  habitual 
demand, 

Xow  it  is  conceivable  that  there  might  existj  in  the 
bands  of  persons  disinclined  or  disqualiticd  tor  engaging 
personally  in  business,  a  mass  of  cajutal  equal  to,  iind  even 
exceeding,  this  demand.  In  that  case  there  would  be  an 
habitual  excess  of  competition  on  the  piirt  of  lenders,  and 
the  rate  of  interest  would  bear  a  low  pi'oportion  to  the  rate 
of  profit.  Interest  would  be  forced  down  to  the  point  winch 
would  either  tempt  borrowers  to  take  a  greater  amount  of 
loans  than  they  had  a  reasonable  expectation  oi  being  able 
to  employ  in  their  business,  or  would  so  discourage  a  portion 
of  the  lenders,  as  to  make  them  either  forbear  to  accumulate, 
or  endeavour  to  increase  their  income  by  engaging  in  busi- 
ness on  their  own  account,  and  incurring  the  risksj  if  not 
the  labours,  of  industrial  employment. 

On  tlie  other  liandj  the  capital  owned  by  persons  who 
prefer  lending  it  at  interest,  or  wliose  avocations  prevent 
them  from  personally  superintending  its  employment,  may 
be  short  of  the  habitual  demand  for  loans.  It  may  be  in 
great  part  absorbed  by  the  investments  afibrded  by  the  pub- 
lie  debt  and  by  mortgages,  and  the  remainder  may  not  be 
suflBcient  to  supply  the  wants  of  commerce.  If  so,  the  rate 
of  interest  will  be  raised  so  high  as  in  some  way  to  re-estab- 
lish the  equilibrium.     ^Ylien  there  is  only  a  "aCCk^-xW.  ivSL'^x'ei^^^ 
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between  interest  and  profit,  many  borrowers  may  no  longer 
be  willing  to  increafie  their  responBibilities  and  involve  their 
credit  for  so  small  a  remimeration :  or  some  wlio  would 
otherwise  have  engaged  in  business,  may  prefer  leisure,  and 
become  lenders  instead  of  borrowers ;  or  others^  under  the 
inducement  of  high  interest  and  easy  invcBtment  for  their 
capital,  may  retire  from  business  earher,  and  with  smaller 
fortunes,  than  they  otlierwise  would  have  done.  Or,  lastly, 
there  is  another  process  by  which,  in  England  and  other 
commercial  countries,  a  large  portion  of  the  requisite  supply 
of  loans  is  obtained.  Instead  of  its  being  afforded  by  per- 
sons not  in  business,  the  affording  it  may  itself  become  a 
business.  A  portion  of  the  capital  employed  in  trade  may 
be  supplied  by  a  class  of  professional  money  lenders.  These 
money  lenders,  however,  must  have  more  than  a  mere  in- 
terest ;  they  must  have  the  ordinary  rate  of  profit  on  their 
capital,  risk  and  all  other  circumstances  being  allowed  for> 
But  it  can  never  answer  to  any  one  who  borrows  for  the 
purposes  of  his  business,  to  pay  a  full  profit  for  capital  from 
which  he  will  only  derive  a  full  profit ;  and  money-lend- 
ing, as  an  employment^  for  the  regular  supply  of  trade,  can- 
not, therefore,  be  carried  on  except  by  persons  who,  in 
addition  to  their  own  capital,  can  lend  their  credit,  or,  in 
other  words,  the  cajiital  of  other  people :  tbat  is,  bankers, 
and  persons  (such  as  bill-brokers)  who  are  virtually  bankers^ 
since  they  receive  money  in  deposit.  A  bank  which  lends 
its  notes,  lends  capital  which  it  borrows  from  the  commu- 
nity, and  for  which  it  pays  no  interest.  A  bank  of  deposit 
lends  capital  which  it  collects  from  the  community  in  small 
parcels;  sometimes  without  payiiig  any  interest,  as  is  the 
ease  with  the  London  private  bankers ;  and  if,  like  the 
Scotch,  the  joint  stock,  and  most  of  tlie  country  banks,  it 
does  pay  interest,  it  still  pays  much  less  than  it  receives ; 
for  the  depositors,  who  in  any  other  way  conld  mostly  ob- 
tain for  such  small  balances  no  interest  worth  taking  any 
trouble  for,  are  glad  to  receive* even  a  little.  Having  this 
Bubsidiaiy  resource,  bankers  are  enabled  to  obtain,  by  loud- 
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mg  at  mterest,  the  ordinary  rate  of  profit  on  their  own 
capital.  In  any  other  manner,  money-lending  eonld  not 
be  carried  on  as  a  regular  mode  of  business,  except  upon 
terms  on  which  none  would  consent  to  borrow  but  persons 
either  counting  on  extraordinai^y  profits,  or  in  urgent  need ; 
unproductive  consumeri  who  have  exceeded  their  nieans^ 
or  merchantB  in  fear  of  bankruptcy.  The  disposable  capital 
deposited  in  banks,  or  represented  by  bank  noteSj  together 
with  the  funds  belonging  to  those  who,  either  from  neces* 
Bity  or  preference,  live  upon  the  interest  of  their  property, 
constitute  the  general  loan  fund  of  the  country  :  and  the 
auiount  of  this  aggregate  fund,  when  set  against  the  habit- 
ual demands  of  producers  and  dealerSj  and  those  of  the  gov- 
ernment and  of  unproductive  consumerSj  determine  the 
permanent  or  average  rate  of  interest ;  which  must  always 
be  such  as  to  adjust  these  two  amounts  to  one  another.* 
But  while  the  whole  of  this  mass  of  lent  capital  takes  effect 
upon  the  j>ermmient  rate  of  interest,  the  fluctucUions  depend 
almost  entirely  upon  the  portion  which  is  in  the  hands  of 
bankers ;  for  it  is  that  portion  almost  exclusively,  which, 
being  lent  for  short  times  only,  is  continually  in  the  market 
seeking  an  investment.  Tlie  capital  of  those  who  Mve  on 
the  interest  of  their  own  fortunes,  has  generally  sought  and 
found  some  fixed  investment,  such  as  the  pnbhc  funds, 
mortgages,  or  the  bonds  of  public  companies,  which  invest- 
ment, except  under  peculiar  temptations  or  necessities,  is 
not  changed. 


I  do  not  icclude  in  the  general  loan  fund  of  the  country  the  capitals,  large 
ptbey  gometimes  are^  which  are  habitually  employed  in  speculatively  buying 
and  Felling  the  public  funds  and  other  securities,  ft  is  true  tbat  all  who  buy 
securities  add,  for  the  time,  to  the  general  amount  of  money  on  loan,  and  lower 
pro  tanto  the  rate  of  interest.  But  as  the  persona  I  speak  of  buy  only  to  ^vM 
again  at  a  higher  price,  they  are  altcrnatelj  hi  the  position  of  lenders  and  of 
borrowers:  their  operations  raisie  the  rate  of  Intcrej^t  at  one  time,  exactly  as 
mucb  as  they  lower  it  at  another.  Like  all  persona  who  buy  and  sell  on  specu- 
lation^ their  function  Is  to  equalize,  not  to  mise  or  lower,  the  value  of  the  com- 
modity. When  they  speculate  prudently,  they  temper  the  fluctuations  of  price ; 
when  imprudently,  they  often  aggravate  them. 
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§  3.  nnctuations  in  the  rate  of  mt€rest  arise  fi*onj 
variations  either  in  the  demand  for  loaiis^  or  in  the  supplj. 
The  supply  is  Hable  to  variationj  though  less  so  than  the 
demand.  The  willingness  to  lend  is  greater  tlian  usual  at 
the  commGneeraent  of  a  period  of  Bpeculation,  and  nmch  less 
than  usual  during  the  revulsion  winch  follows.  In  specu- 
lative times,  nioney-lendei's  as  well  as  other  people  are  in- 
clined  to  extend  their  business  by  strett-hing  their  credit ; 
they  lend  more  than  usual  (just  as  other  claeses  of  dealers 
and  prodncei-s  enipluy  more  than  usual)  of  capital  which 
does  not  heloug  to  them.  Accordingly ,  these  are  the  times 
w^hen  the  rate  of  interest  is  low ;  though  for  this  too  (as  we 
shall  immediately  see)  there  are  other  causes.  During  the 
revulsion,  on  the  contrary,  ijiterest  always  rises  inordinately, 
because,  while  there  is  a  most  pressing  need  on  the  part  of 
many  persons  to  borrow,  there  is  a  general  disinclination 
to  lend.  This  disinclination ,  when  at  its  extreme  point,  is 
called  a  panic.  It  occurs  when  a  succession  of  unexpected 
faibires  has  created  in  the  mercantile,  and  sometimes  also  in 
the  non-mercantile  public,  a  general  distrust  in  each  other's  _ 
solvency ;  disposing  every  one  not  only  to  refuse  fresh  credit,  I 
except  on  very  onerous  terms,  but  to  call  in,  if  possible,  all 
credit  which  he  has  already  given.  Deposits  are  withdrawn 
from  banks ;  notes  are  returned  on  the  issuers  in  exchange 
for  Bpeeie;  bankers  raise  their  rate  of  discount,  and  with- 
hold their  customary  advances ;  merchants  refuse  to  renew 
mercantile  bills.  At  sucli  times  the  most  calamitous  eon- 
sequences  were  formerly  experienced  from  the  attempt  of 
the  law  to  prevent  more  tliau  a  certain  limited  rate  of  in- 
terest from  being  given  or  taken.  Persons  w4io  eould  not 
borrow  at  five  per  cent,  had  to  pay,  not  six  or  seven,  but 
ten  or  fifteen  per  cent,  to  compensate  tlie  lender  for  risking 
the  jienalties  of  the  law  :  or  liad  to  sell  securities  or  goods 
for  ready  money  at  a  still  greater  sacrifice. 

Except  at  such  periods,  the  amount  of  capital  disposable 
on  loan  is  subject  to  little  other  variation  than  tliat  which 
Arises  from  the  gradual  process   of  accunmlation ;    wdiich 
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process,  however,  m  the  great  coiumercial  countries,  is 
sufficiently  rapid  to  account  for  the  ahnost  periudical  re- 
ciirreiiee  of  these  tits  of  speculation  ;  since,  when  a  few 
years  have  elapsed  without  a  crisis,  and  no  new  aud  tempt- 
ing channel  for  investuient  luis  heen  opened  in  the  niean- 
tinie,  there  is  always  found  to  have  occurred  in  those  few 
years  so  large  an  increase  of  capital  seeking  investment,  as 
to  have  lowered  considerably  the  rate  of  interest,  wlietlier 
indicated  by  the  prices  of  securities  or  by  the  rate  of  dis- 
count  on  bills;  and  tluB  diminution  of  interest  tempts  the 
possessors  to  incur  hazards  in  hopes  of  a  more  considerable 
return. 

The  demand  tor  loans  varies  much  more  largely  than 
the  supply,  and  embraces  longer  cycles  of  years  in  its  ab- 
errations. A  time  of  war,  for  example,  is  a  period  of 
unusual  drafts  on  the  loan  market.  The  Governnjcnt,  at 
sncli  times,  generully  inenrs  new  loans,  and  as  these  usually 
succeed  each  other  rapidly  as  long  as  the  war  lasts,  the 
general  rate  of  interest  is  kept  higher  in  war  than  in  peace, 
without  reference  to  the  rate  of  profit,  and  productive  in- 
dustry is  stinted  of  its  usual  supplies.  During  part  of  the 
last  French  war,  the  goveniment  could  not  borrow  under 
six  per  cent,  and  of  course  all  other  borrowers  had  to  pay 
at  least  as  much.  Xor  does  the  influence  of  these  loans 
altogether  cease  when  the  government  ceases  to  contract 
others ;  for  those  ah*cady  contracted  continue  to  afiord  an 
investment  for  a  greatly  increased  amount  of  the  disposable 
capital  of  the  country,  which,  if  the  national  dcht  were  paid 
off,  would  be  added  to  the  mass  of  capital  seeking  invest- 
ment, and  (indei^endently  of  temporary  disturbance)  could 
not  but,  to  some  extent,  permanently  lower  the  rate  of  in- 
terest. 

The  same  effect  on  interest  winch  is  produced  by  gov- 
ernment loans  for  war  expenditure,  is  produced  by  the  sud- 
den opening  of  any  new  and  generally  attractive  mode  of 
permanent  investment.  The  only  iustanee  of  the  kiud  in 
recent  history  cm   a  scale  comparable  to  l\i^\»  isS^  ^^  ^'ax 
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loans,  Ib  the  ab&orptioii  of  capital  in  the 


L'OiiBtruotioii  of  rail- 
ways. This  capital  niuBt  liave  been  principally  drawn  from 
tlie  deposits  in  banks,  or  from  savings  which  M^oiild  have 
gone  into  deposit,  and  which  were  deetiiied  to  be  ultimately 
employed  in  buying  eecurities  from  persons  who  would  have 
employed  the  purchase  money  in  di&cuunts  or  other  loans  at 
interest :  in  either  case,  it  was  a  draft  on  the  general  loan 
fund.  It  is,  in  fact,  evident,  that  unless  savings  were  made 
expressly  to  be  employed  in  railway  adventure,  tlie  amount 
thus  employed  must  have  been  derived  either  from  the 
actual  capital  of  persons  in  businesSj  or  from  capital  which 
would  have  been  lent  to  persons  in  busine^.  In  the  first 
the   subtraction,  by   crippling   their 


case. 


means,  obliges 


them  to  be  larger  borrowers;  in  the  second,  it  leaver  less 


for  them  to  borrow  ; 
the  rate  of  interest. 


in  either  case  it  equally  tends  to  raise 


§  4,  From  the  preceding  considerations  it  ^ould  be 
seen,  even  if  it  were  not  otlierwise  evident,  how  great  an 
error  it  is  to  imagine  that  the  rate  of  interest  bears  any 
necessary  relation  to  the  quantity  or  value  of  the  money  in 
circulation.  An  increase  of  the  currency  has  in  itself  no 
effectj  and  is  incapable  of  having  any  effect,  on  the  rate  of 
interest.  A  paper  currency  issued  by  government  in  the 
payment  of  its  ordinary  expenses,  in  however  great  excess 
it  may  be  issued,  affects  the  rate  of  interest  in  no  manner 
whatever.  It  dimimshes  indeed  the  power  of  money  to 
buy  commodities,  but  not  the  power  of  money  to  buy  money. 
If  a  hundred  pounds  will  buy  a  jierpetnal  annuity  of  foiu* 
pounds  a  year,  a  depreciation  wMch  makes  the  hundred 
pounds  worth  only  half  as  much  a^  before,  has  precisely  the 
same  effect  on  the  four  pounds,  and  therefore  cannot  alter 
the  relation  between  the  two.  Unless,  indeed,  it  is  known 
and  reckoned  upon  that  the  depreciation  will  only  be  tem- 
porary ;  for  jjeople  certainly  might  be  willing  to  lend  the 
depreciated  currency  on  cheaper  terms  if  they  expected  to 
bo  repaid  in  money  of  full  value. 


1 


RATE  OF  INTEREST. 


It  is  p€rfectly  true  Uiat  in  England,  and  in  most  other 
cominerdal  countries,  an  addition  to  the  currency  almost 
always  semna  to  have  the  eflect  of  lowering  the  rate  of  in- 
terest ;  because  it  is  ahnost  always  accoiDpanied  by  some- 
thing which  really  has  that  tendency.  The  currency  in 
eomnion  use,  being  a  currency  provided  by  bankei's,  u  all 
issued  in  the  way  of  loans,  except  such  part  as  happeUB  in 
be  employed  in  the  purchase  of  gold  and  silver.  The  same 
operation,  therefore,  which  adds  to  the  currency,  also  adds 
to  the  loans,  m  to  the  capital  seeking  investment  on  loan  ; 
properly,  indeed,  the  cirrreiicy  is  only  ijicreased  in  order 
that  the  loans  may  be  increased.  Now,  though  as  eujTeney 
these  issues  have  not  an  ajBTect  on  interest,  as  loans  they 
have.  Inasmuch  therefore  as  an  expansion  or  contraction 
of  paper  currency,  when  that  currency  consists  of  bank 
notes,  is  always  also  an  ex])ansion  or  contraction  of  credit ; 
the  distinction  is  seldom  properly  drawn  between  tlic  effcctB 
which  !)elong  to  it  in  the  former  and  in  the  latter  cliara<  tcr. 
The  confusion  is  thickened  by  the  unfortunate  niisapplica- 
tioii  of  language,  which  designates  the  rate  of  interest  by 
a  phrase  ("'  the  value  of  money  '')  which  properly  expresses 
the  purchasing  power  of  the  circulating  medium,  Not 
only,  therefore,  are  bank  notes  supposed  to  produce  effects 
as  currency,  wbicli  tlicy  only  produce  as  loans,  but  atten- 
tion is  habitually  diverted  from  effects  similar  in  kind  and 
much  greater  in  degree,  when  produced  by  an  action  on 
loans  which  does  not  happen  to  be  accompanied  by  any 
action  on  the  currency. 

For  example,  in  considering  the  effect  produced  by  the 
proceedings  of  banks  in  encouraging  the  excesses  of  specu- 
lation, an  immense  effect  is  usually  attril)uted  to  tlicir  issues 
of  notes,  but  until  of  late  hardly  any  attention  was  }mid  to 
the  management  of  their  deposits,  though  nothing  is  more 
certain  than  that  their  imprudent  extensions  of  credit  take 
place  moi-e  frequently  by  means  of  their  deposits  than  ot* 
their  issues.     **  There  is  no  doubt,"  says  Mr.  Tooke,*  "  tha 
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bank>,  whether  i>rivate  or  joint  stock,  may,  if  hiiprudently 
i'onduetedj  niinister  to  an  uBthie  extension  of  credit  for  the 
purpose  of  speculations,  whether  in  commodities^  or  hi  over- 
trading ill  exports  or  importB,  uv  in  bnildiiig  or  mining 
operations,  and  that  they  have  so  ministered  not  unfre- 
qnently,  and  in  some  case.s  to  an  extent  rniiious  to  theni- 
Btjlves,  and  without  ultimate  henefit  to  the  parties  to  whoise 
views  their  resources  were  made  subservjent."  But,  ''  sup- 
posing all  the  deposits  received  by  a  hanker  to  be  in  coin, 
is  he  not,  just  as  much  as  the  issuing  banker,  exposed  to  the 
importunity  of  customers^  whom  it  may  be  impolitic  to  re- 
fuse, for  loans  or  discounts,  or  to  be  tempted  by  a  higli 
interest  ?  and  may  he  not  be  induced  to  encroach  so  much 
upon  hia  deposits  as  to  leave  him,  under  not  improbable 
circumstances,  unable  to  meet  the  demands  of  his  depos- 
itors ?  In  what  respect,  indeed,  would  the  case  of  a  banker 
in  a  perfectly  metallic  circulation,  diifer  from  that  of  a 
London  banker  at  the  present  day  ?  He  is  not  a  creator 
of  money,  he  cannot  avail  himself  of  his  privilege  as  an 
issuer  in  aid  of  his  other  business,  and  yet  there  have  been 
lamentable  instances  of  London  bankers  issuing  money  in 
excess." 

In  the  discussions,  too,  which  have  been  for  so  many 
years  carried  on  respecting  the  operations  of  tlie  Bank  of 
England,  and  the  effects  produced  by  those  operations  on 
tlie  state  of  credit,  thongli  for  nearly  Iialf  a  ccnturj^  there 
never  has  been  a  commercial  crisis  which  the  Bank  lias  not 
been  strenuously  accused  eitlier  of  producing  or  of  aggra- 
vating, it  has  been  almost  universally  assumed  that  the 
influence  of  its  acts  was  felt  only  throiii:rh  the  amonnt  of  its 
notes  in  circulation,  and  tliat  if  it  could  be  prevented  trom 
exercising  any  discretion  as  to  that  one  feature  in  its  posi- 
tion, it  would  no  longer  have  any  power  liable  to  abuse. 
This  at  least  is  an  error  which,  after  the  experience  of  the 
year  1847,  we  may  hope  has  been  committed  for  the  last 
fi:ne.  During  that  year  tlie  hands  of  the  bank  were  abso- 
hitely  tied,  in  its  character  of  a  bank  of  issue  ;  but  through 
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its  operations  as  a  baiik  of  deposit  it  exercised  as  great  an 
inlluence,  or  apparent  iiifluenee,  on  the  rate  of  interest  and 
the  state  of  credit,  as  at  any  former  period  ;  it  was  expoj^ed 
to  as  vehement  aecnsations  of  abusing  tliat  influence;  and 
a  crisis  occurred,  suc^li  as  few  that  preceded  it  liad  equalled, 
and  none  perhaps  surpassed,  in  intensity. 


§  5.  Before  quitting  the  general  subject  of  this  chap- 
ter, I  will  make  the  obvious  remark,  that  the  rate  of  interest 
<letermities  the  value  and  price  of  all  those  saleable  articles 
which  are  desked  and  boughtj  not  for  themselves,  but  for 
tlie  mcome  Avhich  they  arc  capal)Ie  of  yieldirjg,  The  pub- 
lic funds,  shares  in  joint  stock  companies,  and  all  descrip- 
tions of  securities,  are  at  a  high  price  in  proportion  as  the 
rate  of  interest  is  h>w.  They  are  sold  at  the  price  which 
will  give  the  market  rate  of  interest  on  the  purchase  money, 
with  allowance  for  all  differences  m  the  risk  incurred,  or  in 
any  circumstance  of  convenience.  Exchequer  bills,  for  ex- 
ample, usually  sell  at  a  higher  price  than  consols,  propor- 
tionally to  the  interest  which  they  yield ;  because,  though 
the  security  is  the  same,  yet  the  former  being  annually  jsaid 
off  at  par  unless  renewed  by  the  holder,  the  purchaser 
(nnless  obliged  to  sell  In  a  moment  of  general  emergency,) 
is  in  no  danger  of  losing  anything  by  the  resale,  except  the 
premium  he  may  have  paid. 

The  price  of  land,  mines,  and  all  other  fixed  sources  of 
income,  depends  in  like  manner  on  the  rate  of  interest. 
Land  usually  sells  at  a  higher  price,  in  proportion  to  the 
income  afforded  by  it,  than  the  public  funds,  not  only  be- 
cause it  is  thought,  even  in  this  country,  to  be  somewhat 
more  secure,  but  because  ideas  of  power  and  dignity  are 
associated  with  its  possession.  But  these  differences  are 
constant,  or  nearly  so  ;  and  in  the  Tariations  of  price,  land 
follows,  ccEterw  parihtis^  the  permanent  {though  of  course 
not  the  daily)  variations  of  the  rate  of  interest.  When 
interest  is  low,  land  will  naturally  be  dear  ;  wlicn  iutere*.t 
is  high,  land  will  be  cheap.     The  last  Aong^^ax  t^t^^^^^^Nj^^ 
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a  striking  exception  to  tliis  rule,  since  tlie  price  of  land  as 
well  as  the  rate  of  interest  was  then  remarkably  high.  For 
this,  however,  there  was  a  special  cause.  The  contiimance 
of  a  very  high  average  price  of  cora  for  many  years,  had 
rai:3ed  the  rent  of  land  even  more  tlian  in  proportion  to  the 
rise  of  interest  and  fall  of  tlie  selling  price  of  fixed  incomes. 
Had  it  not  been  for  this  aecidentj  chiefly  dependent  on  the 
seasons,  land  must  have  sustained  as  great  a  depreciation 
in  value  as  the  public  funds :  which  it  probably  would  do, 
were  a  similar  war  to  break  out  hereafter ;  to  the  signal 
disappointment  of  those  landlords  and  farmers  who,  gen- 
eralizing from  the  casual  circumstances  of  a  remarkable 
period,  so  long  persuaded  themselves  that  a  state  of  war 
was  peculiarly  advantageous,  and  a  state  of  peace  disadvan- 
tageous, to  what  they  cliose  to  call  the  interests  of  agricul- 
ture. 
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CHAPTER  XXIV. 

OF  THE  REGULATION  OF  A  CONYIRTIBLE  PAPEB 
CURRENCY. 


§  1.  The  frequent  recurrence  during  the  last  half  cen- 
tury of  the  painful  series  of  phenomena  called  a  commercial 
crisis,  has  directed  much  of  the  attention  both  of  economists 
and  of  practical  politicians  to  the  contriving  of  expedients 
tor  averting,  or  at  tlie  least j  mitigating  its  evils*  And  the 
habit  which  grew  up  during  the  era  of  the  Eank  restriction, 
of  ascribing  all  alterations  of  high  and  low  prices  'to  the 
issues  of  banksj  has  caused  inquirers  in  general  to  fix  their 
hopes  of  success  in  moderating  those  vicissitudeSj  upon 
scliemes  for  the  regulation  of  bank  notes.  A  scheme  of  this 
nature,  after  having  obtained  the  sanction  of  high  authori- 
ties, 80  far  established  itself  in  the  public  mind^  as  to  be, 
with  general  approbatioUj  converted  into  a  law,  at  the  re- 
newal of  the  Charter  of  the  Bank  of  England  in  1844 :  and 
the  regulation  is  -still  in  force,  thongh  with  a  great  abate- 
ment of  its  popularity,  and  with  its  jprmtige  impaired  by 
two  temporary  suspensions,  on  the  responsibility  of  tlie 
executix^e,  the  earlier  of  the  two  little  more  tliau  three  years 
after  its  enactment.  It  is  proper  that  the  merits  of  this  plan 
for  the  regulation  of  a  convertible  bank  note  currency  should 
be  here  considered.  Before  touching  upon  the  practical 
provisions  of  Sir  Robert  Peel's  Act  of  1844, 1  shall  briefly 
etate  the  nature,  and  examine  the  grounds,  of  the  theoiy  on 
%vhich  it  is  founded. 

It  is  believed  by  many,  that  banks  of  ia^uti  wmN^x^*-^^. 
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or  the  Bank  of  England  in  particular,  have  a  power  of  throw- 
iog  tlieir  notes  into  circulation,  ami  tliereby  raising  prices^ 
arbitrarily ;  that  this  power  is  only  limited  by  the  degree 
of  moderation  with  which  they  think  fit  to  exercise  it ;  that 
when  they  increase  their  issues  beyond  the  usual  anionnt, 
the  rise  of  prices,  thus  produced,  generates  a  spirit  of  specn-  ■ 
lation  in  commodities,  which  carries  prices  still  higher,  and 
nhimatelj  causes  a  reaction  and  recoil,  amomituig  in  ex- 
treme cases  to  a  commercial  criBis ;  and  that  every  such 
crisis  which  has  occurred  in  this  country  ^vithin  mercantile 
meiiioryj  has  been  either  originally  produced  by  this  cause, 
or  greatly  aggravated  by  it.  To  this  extreme  length  the 
currency  theory  has  not  been  carried  by  the  eminent  politi- 
cal economists  who  have  given  to  a  more  moderate  form  of 
the  same  theory  the  sanction  of  their  names.  But  X  have 
not  overstated  the  extravagance  of  the  popular  version ; 
whicli  is  a  remarkable  instance  to  wliat  lengths  a  favourite 
theory  will  hurry,  not  the  closet  students  whose  competency 
in  Buch  questions  is  often  treated  with  so  much  contempt, 
but  men  of  the  world  and  of  buginesSj  wlio  pique  themselves 
on  the  practical  knowlc<lge  which  they  have  at  least  had 
ample  opportunities  of  acquiring,  Is  ot  only  has  this  fixed 
idea  of  the  currency  as  the  prime  agent  m  the  fluctuations 
of  price^  made  them  sliut  their  eyes  to  the  multitude  of  cir- 
cumstances wliich,  by  influencing  the  expectation  of  supply, 
are  the  tnie  causes  of  almost  all  speculations  and  of  almost 
all  fluctuations  of  price ;  but  in  order  to  bring  about  the 
chronological  agreement  required  by  their  theory,  between 
the  variations  of  bank  issues  and  those  of  prices,  they  have 
played  such  fantastic  tricks  with  facts  and  dates  as  would 
be  thought  incredible,  if  an  eminent  ])ractieal  authority  had 
not  taken  the  trouble  of  meeting  theraj  on  the  ground  of 
mere  history,  with  an  elaborate  exposure.  I  refer,  as  all  ctm- 
versant  with  the  subject  must  be  aware,  to  Mr.  Tooke's  His- 
tory of  Prices.  The  I'esult  of  Mr.  Tooke's  investigations  was 
thiisstated  by  himself,  in  his  exainiiiation  before  the  Commons 
'7ommittec  on  the  Bank  Cliarter  t^aestion  in  1832  ;  and  the 
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evidences  of  it  stand  recorded  id  his  book  :  '*  In  iKHUt  of 
fact,  and  liistorieally,  as  t\ir  as  my  researches  have  gone, 
in  every  signal  in&tanee  of  a  rise  or  fall  of  prices,  the  rise  or 
fall  has  preceded,  and  therefore  could  not  be  tlie  effect  of, 
an  enlargement  or  contraction  of  the  bank  eh*eulation.'' 

The  extravagance  of  the  cnrrency  theorists,  in  attribut- 
ing almost  every  rise  or  fall  of  prices  to  an  enlargement  or 
contraction  of  the  issues  of  bank  notes,  has  raised  up,  by 
reaction,  a  theory  the  extreme  opposite  of  the  former,  of 
which,  in  scientilic  discussion,  the  most  prominent  re]>re- 
sentatives  are  Mr,  Tooke  and  Mr,  Fullarton.  This  counter- 
tlieory  denies  to  bank  notes,  so  long  as  their  convertibility 
is  maintained,  any  power  whatever  of  raising  jirices,  and  to 
banks  any  power  of  increashig  their  circulation,  except  as 
a  consequence  of,  and  in  proportion  to,  au  increase  of  rhe 
business  to  Ije  done.  This  last  statement  is  supported  by 
tlie  unanimous  assurances  of  all  the  count ry  bankers  who 
have  been  examined  before  successive  Parliamentary  Com- 
mittees on  the  subject.  Tliey  all  bear  testimony  that  (in 
the  words  of  Mr.  Fnllarton*)  *'the  amount  of  their  isf^nes 
is  exclusively  regulated  by  the  extent  of  local  deaHng?i  and 
expenditure  in  their  respective  districts,  fluctuating  with 
the  fluctuations  of  production  and  price,  and  that  tliey 
neither  can  increase  their  issues  beyond  the  limits  which 
the  range  of  such  dealings  and  expenditure  prescribes,  with- 
out the  certainty  of  having  their  notes  immediately  returned 
to  them,  nor  diminish  them,  but  at  an  almost  equal  certainty 
of  the  vacancy  being  tilled  up  from  some  other  source."' 
From  these  premises  it  is  argued  by  Mr.  Tooke  and  Mr, 
Fullarton,  that  l)ank  issues,  since  they  cannot  be  int^rcitH^^d 
in  amount  unless  there  be  an  increased  demand,  cannot  i>os- 
sibly  raise  prices ;  cannot  encourage  spe*culation,  nor  occa- 
sion a  commercial  crisis ;  and  that  the  attempt  to  guard 
against  that  evil  by  an  artificial  management  of  the  ifc^sue 
of  notes,  is  of  no  eflfect  for  the  intended  purpose,  and  liable 
to  produce  other  consequences  extremely  calamitous. 
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§  2.  As  ranch  of  t!iis  doctrine  as  rests  upon  testimonjj 
and  not  upun  iiifertjnee,  appears  to  me  incontrovertible,  I 
give  eon^plete  credence  to  the  assertion  of  the  country  bank- 
ers, very  clearly  and  correctly  condensed  into  a  small  com- 
pass in  the  sentence  just  quoted  from  Mr.  Fidlarton.  I  am 
convinced  that  they  cantiot  possibly  increase  their  issue  of 
notes  in  any  other  cireuinstanees  than  those  which  are  there 
stated.  I  believe,  also,  that  the  theory,  grounded  by  Mr. 
Fnllarton  upon  this  fact,  contains  a  large  portion  of  truth, 
and  is  far  nearer  to  being  the  expression  of  the  whole  truth 
than  any  form  whatever  of  the  curr-ency  theory. 

Tliere  are  two  states  of  the  markets :  one  which  may  be 
termed  tlie  quiescent  state,  the  other  tlie  expectant,  or  specu- 
lative state.  The  first  ia  that  in  which  there  is  nothinir 
tending  to  engender  in  any  considerable  portion  of  tlie  mer- 
cantile public  a  desire  to  extend  tlieir  operations.  The  pro- 
ducei's  produce  and  the  dealers  purchase  only  their  usual 
stocks,  having  no  expectation  of  a  more  than  usually  rapid 
vent  for  them.  Each  person  transacts  his  ordinary  amount 
of  business  and  no  more,  or  increases  it  only  in  correspond- 
ence with  the  increase  of  his  capital  or  connexionj  or  with 
the  gradual  growth  of  the  demand  for  his  commodity,  occa- 
sioned by  the  public. prosperity*  Not  meditating  any  unusual 
extension  of  their  own  operations,  producers  and  dealers  do 

.  not  need  more  than  the  usual  accommodation  from  bankers 
and  other  money  lenders ;  and  as  it  is  only  by  extending 
tlieir  loans  that  bankers  increase  their  issues,  none  but  a 
momentary  augmentation  of  issues  is  in  these  circumstances 
possible.  If  at  a  certain  time  of  the  year  a  fiortion  of  the 
]>ublic  have  larger  payments  to  make  than  at  other  times,  or 
if  an  individual,  under  some  peculiar  exigency,  requires  an 
extm  advance,  they  may  apply  for  more  bank  notes,  and 
obtain  them ;  but  the  notes  will  no  more  remain  in  circulation, 
than  the  extra  quantity  of  Bank  of  England  notes  which  are 
issued  once  in  every  three  months  in  payment  of  the  divi- 
dends.    The  person  to  whom,  atler  being  borrowed,  the  notes 

are  paid  away,  has  no  extra  payments  to  make,  and  no  pe- 
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culiar  exigenoy,  and  he  keeps  them  by  lum  unnsed,  or  Bends 
them  into  deposit,  or  repays  with  them  a  previuus  advance 
made  to  him  by  some  banker :  in  any  case  he  does  not  buy 
commodities  with  them^  sim'c  hy  the  supposition  there  is  no- 
thing to  induce  him  to  lay  in  a  hirger  stoek  of  commodities 
than  before.  Even  if  we  suppose,  as  we  may  do^  that  bankers 
create  an  artificial  increase  of  the  demand  for  loans,  by  offer- 
ing them  below  the  mark^^t  rate  of  interest,  the  notes  they 
issue  will  not  remain  in  circulation  ;  for  when  the  borrowerj 
having  completed  the  transaction  for  w^hich  he  availed  him- 
self of  them,  has  paid  them  away,  the  creditor  or  dealer  wlio 
reeeives  themj  having  no  demand  for  the  immediate  use 
of  an  extra  quantity  of  notes,  sends  tlieni  into  deposit. 
In  this  case,  therefore,  there  can  be  no  addition,  at  the 
discretion  of  bankers,  to  the  general  circulating  medium: 
any  increase  of  their  issues  either  comes  back  to  them,  or 
remains  idle  in  the  hands  of  tlie  public,  and  no  rise  takes 
place  in  prices. 

But  there  is  another  state  of  the  markets,  strikingly  con- 
trasted with  the  preceding,  and  to  this  state  it  is  not  bo 
obvious  that  the  theory  of  Mr.  Tooke  and  Mr.  Fullarton  is 
applicable;  namelyj  when  an  impression  prevails,  whether 
well  founded  or  groundless,  that  the  supply  of  one  or  more 
great  articles  of  commerce  is  likely  to  fall  short  of  the  ordi- 
nary consumption.  In  such  circumstances  all  persons  con- 
nected with  those  commodities  desire  to  extend  their  oper- 
ations. The  producers  or  importers  desire  to  produce  or 
import  a  larger  quantity,  speculators  desire  to  lay  in  a  stock 
iti  order  to  proiit  by  the  exiiected  rise  of  price,  and  holders 
of  the  commodity  desire  additional  advances  to  enable  them 
to  continue  holding.  All  these  classes  are  disposed  to  make 
a  more  than  ordinary  use  of  their  credit,  and  to  this  desire  it 
is  not  denied  that  bankers  very  often  unduly  administer. 
Effects  of  the  same  kind  may  be  produced  by  anything 
which,  exciting  more  than  usual  hopes  of  profit,  gives 
increased  briskneps  to  bnsiness:  for  example,  a  sodden 
foreign  demand  for  commodities  on  a  large  ^t^ai^,  ^\  "Ocl^ 
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expectation  of  it ;  such  ag  occurred  on  tlie  opening  of  Spanish 
America  to  English  trade,  and  has  occurred  on  variou^  «>cca' 
fiiong  in  the  trade  with  the  United  States.  Such  occurrences 
produce  a  tendency  to  a  rise  of  price  in  exportable  articles, 
and  generate  spcculationis,  isainetinies  of  a  reasonable^  and 
(as  long  as  a  hirge  proportion  of  men  in  business  prefer 
excitement  to  safety)  frequently  of  an  irrational  or  immod- 
erate character.  lu  sucli  eases  there  is  a  desire  in  the  mer- 
cantile classes,  or  in  some  port-ion  of  them,  to  employ  their 
credit,  in  a  mure  than  u^ual  degi'ce,  as  a  jtower  of  i*iirchasing. 
This  is  a  state  of  business  which,  when  pushed  to  an  extreme 
length,  brings  on  the  revulsion  called  a  commercial  crisis; 
and  it  is  a  known  fact  that  such  periods  of  speculalion  hardly 
ever  pass  off  without  having  been  attended,  dining  some 
part  of  their  progress,  by  a  considerable  increase  of  bank 
notes. 

To  this,  however,  it  is  replied  by  Mr,  Tooke  and  Mr, 
Fullarton,  tliat  the  increase  of  the  circulation  always  follows 
instead  of  preceding  the  rise  of  prices,  and  is  not  its  cause, 
but  its  eflect.  That  in  the  first  place,  the  speenlative  pur- 
chases by  which  prices  are  raised,  are  not  affected  l>y  bank 
notes  but  by  cheques,  or  still  more  commonly  on  a  simple 
book  credit :  and  secondly,  even  if  they  were  made  with  bank 
notes  borrowed  for  that  express  purpose  from  bankers,  the 
notes,  after  being  used  for  that  purpose,  would,  if  not  wanted 
for  cuiTent  transactions,  be  returned  into  deposit  by  the  per- 
sons reeeiving  them.  In  this  I  fully  concur,  and  I  regard  it 
as  proved,  both  scientifically  and  historically,  that  during  the 
ascending  period  of  speculation,  and  as  long  as  it  is  confined 
to  transactions  between  dealers,  the  issues  of  bank  notes  are 
seldom  materially  increased,  nor  contrilmte  anything  to  the 
speculative  rise  of  prices.  It  seems  to  me,  howevi:;r,  that 
this  can  no  longer  be  affirmed  when  speculation  has  pro- 
ceeded so  far  as  to  reach  the  producers.  Speculative  orders 
given  by  merchants  to  manufacturers  induce  them  to  extend 
their  operations,  and  to  become  applicants  to  bankers  for 
inereased  advanceSj  which,  if  made  in  notes,  are  not  paid 
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away  to  persons  who  return  thein  into  deposit,  but  are  par- 
tially expended  in  paying  wages,  and  pass  into  the  various 
channels  of  retail  trade,  where  they  beeome  directly  effective 
iu  producing  a  further  rise  of  prices,  I  cannot  but  tliink 
that  this  employment  of  bank  notes  must  have  been  power- 
fully operative  on  prices  at  the  time  when  notes  of  one  and 
two  pounds  value  were  permitted  by  hiw.  Admitting,  bow- 
ever,  that  the  prohibition  of  notes  below  five  pounds  has  now 
rendered  this  part  of  their  operation  comparatively  insig- 
nificant by  greatly  limiting  their  applicability  to  the  payment 
of  wages,  there  is  another  foiTn  of  their  ineitrumentality 
which  comes  into  play  in  the  later  stages  of  speculation,  and 
wtiich  forms  the  pfiueipal  argument  of  the  more  moderate 
8up|>orters  of  the  currency  tlieory.  Tlmngh  advances  by 
bankers  are  seldom  demanded  for  the  purpose  of  buying  on 
speculation,  they  are  largely  demanded  by  unsuccessful  specu- 
lators for  the  purpose  of  holding  on  ;  and  the  competition  of 
these  speculators  for  a  share  of  the  loanable  capital,  makes 
even  those  who  have  not  speculated,  more  dependent  than 
before  on  bankers  for  the  advances  tliey  require.  Between 
the  ascending  period  of  speculation  and  the  revulsion,  there 
is  an  interval  extending  to  weeks  and  sometimes  montlis,  of 
struggling  against  a  fall.  The  tide  having  shown  signs  of 
turning,  the  speculative  holders  are  unwilling  to  sell  in  a 
falling  market,  and  in  the  meantime  they  require  funds  to 
enable  tliem  to  fulfil  even  their  ordinary  engagements.  It  is 
this  stage  that  is  ordinarily  marked  by  a  considerable  increase 
in  the  amount  of  the  bank  note  circulation.  Tliat  such  an 
inerense  does  uaually  take  place,  is  denied  by  no  one.  And  I 
think  it  must  be  admitted  that  this  increase  tends  to  prolong 
the  duration  of  the  specidations;  that  it  enables  the  specu- 
lative prices  to  be  kei^t  up  fur  some  time  after  they  would 
otherwise  have  collapsed ;  and  therefore  prolongs  and  in- 
creases the  drain  of  the  precious  metals  for  exportatioUj  which 
is  a  leading  feature  of  this  stage  in  the  progress  of  a  com- 
mercial crisis :  the  continuance  of  which  drain  at  last  endan- 
gering the  power  of  the  banks  to  fulfil  their  eu^a.^c\si^\vV  ^1 
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paying  tlieir  notes  on  demand,  thej  are  compelled  to  contract 
their  credit  more  suddenly  and  severely  than  would  liave 
been  necessary  if  tliey  had  been  prevented  from  propping  np 
epeculatlon  by  increased  advanceSj  after  the  time  when  the 
recoil  had  become  inevitable. 


§  3.  To  prevent  this  retardation  of  the  recoil,  and  ulti- 
mate aggravation  of  its  severity,  k  the  object  of  the  scheme 
for  regulating  the  currency,  of  which  Lord  Overistone,  Mr. 
Norman  and  Colonel  Torrens,  wei'e  the  lirst  promulgatoi^, 
and  which  has,  in  a  elightly  modi  tied  form,  been  enacted  into 
law.* 

According  to  the  scheme  in  its  original  purity,  the  issue  of 
promissory  notes  for  circulation  was  to  l>e  confined  to  one 
body.  In  the  form  adopted  by  Parliament,  all  existing 
issuers  were  permitted  to  retain  this  privilege,  but  none  were 
to  be  thereafter  admitted  to  it,  even  in  the  place  of  those  who 
might  discontinue  their  issues :  and,  fur  all  except  the  Bank 
of  England,  a  maximum  of  issues  waa  prescribed,  on  a  scale 

*  1  think  mj&elf  justified  in  affirming  that  the  mitigation  of  commercial  re- 
vulsions is  the  real,  and  only  serious,  jiurposo  of  the  Act  of  1844.  I  am  (|mte 
aware  that  ita  yupportera  insist  (especially  since  1847)  on  its  supreme  efBcauy  in 
*'  maintaining  the  convertibility  of  the  Bajik  note."  But  I  must  be  eicnaed  for 
not  attaching  any  serious  importimee  to  this  one  among  its  alleged  merits.  The 
convertibility  of  the  Bank  note  was  maintained^  and  would  have  continued  to  be 
maintained^  at  whatever  cost,  under  the  old  system.  As  was  well  said  by  Lord 
Overetone  in  his  Evidence,  the  Bank  can  always,  by  a  Rufficiently  violent  action 
on  credit,  save  itself  at  the  expense  of  the  mercantile  public.  That  the  Act  of 
1844  mitigates  the  violence  of  that  process,  is  a  snfficieot  claim  to  prefer  in  ita 
behalf.  Besides,  if  we  suppose  sneh  a  degree  of  mismanagement  on  the  part  of 
the  Bank,  as,  were  it  not  for  the  Act,  would  endanger  the  continuance  of  con- 
vertibility, the  same  (or  a  loss)  ilegree  of  niignianagement,  practise<l  unfler  the 
Act,  would  suffice  to  produce  a  suspension  of  payments  by  the  Banking  Depart- 
ment ;  an  event  which  the  compulsory  separation  of  the  two  departments  brings 
much  nearer  to  possibility  thim  it  waa  befoi^e,  and  wiiich,  involving  as  it  would 
the  probable  stoppage  of  every  private  banking  establishment  in  London,  and 
perhaps  also  the  non-payment  of  the  dividends  to  the  national  creditor,  wouhl 
be  a  far  greater  immediate  calftmity  than  a  brief  interrnption  of  the  convertibility 
of  the  note ;  insomuch  that,  to  enable  the  Bank  to  resume  payment  of  ita  de* 
posits,  no  Government  would  hesitate  a  njoment  to  snspend  payment  of  the 
notes,  if  aiispemsiou  of  tlic  Act  of  1844  proved  insufficient. 
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intentioDally  low.  To  the  Bank  of  Engl  ami  no  intL\iiiJum 
was  fixed  for  the  aggregate  amount  of  itn  notes,  bnt  only  for 
the  portion  issued  on  securities,  or  in  other  words,  on  loan. 
These  were  never  to  exceed  a  certain  limit,  fixed  in  the  first 
instance  at  fourteen  millions.*  All  issues  bevond  that 
amount  must  be  in  exchange  for  bullion;  of  which  the 
Bank  is  bound  to  purchasej  at  a  trifle  below  the  mint  valu- 
ation, any  quantity  which  is  oflFered  to  it,  giving  its  notes 
in  exchange.  In  regard,  therefore,  to  any  iseues  of  notes 
beyond  the  limit  of  fourteen  millions,  the  Bank  is  purely 
passive,  having  no  function  but  the  compulsory  one  of 
giving  its  notes  for  gold  at  3^,  17^.  9rf.,  and  gold  for  its  notes 
at  3/.  lis,  lU^rf.,  whenever  and  by  wliomsoever  it  is  called 
upon  to  do  so. 

The  object  for  which  this  mechanism  is  intended  is,  that 
the  bank  note  currency  may  vary  in  its  amount  at  the  exact 
times,  and  in  the  exact  degree,  in  which  a  puj'ely  metallic 
currency  would  vary.  And  the  precious  metals  being  the 
commodity  that  has  hitherto  approached  nearest  to  that 
invariability  in  all  the  circumstances  influencing  value,  wliich 
fits  a  commodity  for  being  adopted  as  a  medium  of  excliange, 
it  seems  to  be  thought  that  the  excellence  of  the  Act  of  1844 
is  fully  made  out,  if  under  its  operation  the  issues  conform  in 
all  their  variations  of  quantity,  and  therefore,  as  is  inferred,  of 
value,  to  the  variations  which  would  take  place  in  a  currency 
wholly  metallic. 

Kow,  all  reasonable  opponents  of  the  Act,  in  common 
with  its  supporters,  acknowiedge  as  an  essential  requisite  of 
any  substitute  for  the  precious  metals,  that  it  should  conform 
exactly  in  its  permanent  value  to  a  metallic  standard.  And 
they  say,  that  so  long  as  it  is  convertible  into  specie  on  de- 

•  A  conditional  increase  of  this  raaximutn  is  permitted,  but  only  when  by 
arratigement  with  any  country  Imrik  the  issues  of  that  bank  are  discontinued, 
and  Bank  of  England  notes  substituted;  and  even  then  the  increase  is  limited  to 
two-thirds  of  the  araouot  of  the  country  notes  to  be  thereby  superseded.  Under 
I  thiji  provisJou  the  amount  of  noteti  which  tbe  Bank  of  England  is  now  at  liberty 
I     u>  issue  against  securities^  Ib  nither  under  fourteen  and  a  half  millionB. 
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mand,  it  doe«  and  must  so  confomi.  Bat  when  the 
of  a  metallic  or  of  any  otlier  cuireTicy  is  spoken  of,  there 
are  two  points  to  be  considered ;  the  j>ermanent  or  average 
valne,  and  the  fluctuations.  It  is  to  the  permanent  value 
of  a  metallic  cnirency,  that  the  value  of  a  paper  eurrencj 
ODsrht  to  conform.  But  there  is  no  obvious  reason  whv  it 
should  be  required  to  conform  to  the  fluctuations  too.  The 
only  object  of  its  conforming  at  all,  is  steadiness  of  value; 
and  with  respect  to  fluctuations  the  sole  thing  desirable  is 
that  they  should  be  the  smallest  possible.  Is^ow  the  fluctu- 
ations in  the  value  of  the  eun-ency  are  determined,  not  by  its 
quantity,  whether  it  consists  of  gold  or  of  paper,  but  by  the 
expansions  and  contractions  of  credit.  To  discover,  there- 
fore, what  currency  will  conform  the  most  nearly  to  the 
pennanent  value  of  the  pi-eeious  metals,  we  must  find  under  I 
what  ^.'urrency  the  variations  in  credit  are  least  frequent 
and  least  extreme.  Xow,  whether  this  object  is  best  at- 
tained by  a  metallic  currency  (and  therefore  by  a  paper 
currency  exactly  coufoniiing  in  quantity  to  it)  is  precisely 
the  question  to  be  decided.  If  it  should  prove  that  a  paper  _ 
currency  which  follows  all  the  fluetnations  in  quantity  of  a  I 
metallie,  leads  to  more  violent  revulsions  of  credit  than  one 
which  is  not  held  to  this  rigid  conformity,  it  will  follow  that 
the  currency  which  agrees  most  exactly  in  quantity  with  a 
metallic  currency  is  not  that  which  adheres  closest  to  its 
value ;  that  is  to  say,  its  permanent  value,  with  which  alone 
agreement  is  desirable. 

Whether  this  is  really  the  case  or  not  we  will  now  inquire. 
And  first,  let  us  consider  whether  the  Act  effects  the  practical 
object  chiefly  relied  on  in  its  defence  by  the  more  sober  of 
its  advocates,  that  of  arresting  speculative  extensions  of  credit 
at  an  earlier  period,  with  a  less  drain  of  gold,  and  consequently 
by  a  milder  and  more  gradual  process.  I  think  it  must  be 
admitted  that  to  a  certain  degree  it  is  successfdl  in  this 
object. 

I  am  aware  of  what  may  be  urged,  and  reasonably  urged, 
in  opjoosition  to  this  opinion.     It  may  be  said,  that  v^*hen  the 
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time  arrives  at  whicli  the  banks  are  pressed  for  int^reased 
advances  to  enable  speculators  to  fulfil  their  engagements,  a 
limitation  of  the  issue  of  notes  will  not  prevent  the  bankSj  if 
otherwise  willingj  from  Tuaking  these  advances;  that  they 
have  still  their  deposits  as  a  source  from  wlii€h  loans  may  be 
made  beyond  the  pomt  which  is  consistent  with  prudence  as 
bankers ;  and  that  even  if  they  refused  to  do  so,  the  only 
effect  would  be,  that  the  deposits  themselves  would  be  drawn 
out  to  supply  the  wants  of  the  depositors ;  which  would  be 
just  as  much  an  addition  to  the  bank  notes  and  coin  in  the 
hands  of  the  public,  as  if  the  notes  themselves  were  increased. 
This  is  true,  and  is  a  sufficient  answer  to  those  who  think 
that  the  advances  of  banks  to  prop  np  failing  speculations 
are  objectionable  chiefly  as  an  increase  of  the  currency.  But 
the  mode  in  which  thev  are  really  objectionable,  is  as  an  ex- 
tension of  credit.  If,  instead  of  lejiding  their  notes,  the  banks 
allow  the  demand  of  their  custonK^rs  for  disposable  capital 
to  act  on  the  deposits,  there  is  the  same  increaiie  of  currencyj 

f  (for  a  short  time  at  least,)  but  there  is  not  an  increase  of 
loans,  Tlie  rate  of  interest,  therefore,  is  not  prevented  from 
rising  at  the  first  moment  when  the  difficulties  consequent 
on  excess  of  speculation  begin  to  be  felt.  On  the  contrary, 
the  necessity  which  the  banks  feel  of  diminishing  their  ad- 
vances to  maintain  their  solvency,  when  they  find  their  de- 
posita  flowing  out,  and  cannot  supply  the  vacant  place  by 
their  own  notes,  accelerates  the  rise  of  the  rate  of  interest. 
Spec  Illative  holders  are  therefore  obliged  to  submit  earlier 
to  that  loss  hj  resale,  which  could  not  have  been  prevented 
from  coming  on  them  at  last :  the  recoil  of  prices  and  col- 
lapse of  general  credit  take  place  sooner. 

To  appreciate  the  efi'cct  which  tliis  acceleration  of  the 

I  crisis  has  in  nntigating  its  intensity,  let  us  advert  more 
particularly  to  the  nature  and  efl^ects  of  that  leading  feature 
in  the  period  just  preceding  the  collapse,  the  drain  of  gold. 
A  rise  of  prices  produced  by  a  speculative  extension  of 

esven  when  bank  ncrtes  have  not  been  the  instrument, 
he  less  eftectnal  (if  it  lasts  long  eiiou^\^  m  \xim\\\^ 
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the  exchanges :  and  when  the  exchanges  have  turned  from 
this  cause,  they  can  only  be  turned  back,  and  the  drain  of 
gold  stopped,  either  by  a  fall  of  prices  or  *by  a  rise  of  the 
rate  of  interest.  A  fall  of  prices  will  stop  it  by  removing 
the  cause  which  produced  it,  and  by  rendering  goods  a 
more  advantageous  remittance  than  gold,  even  for  paying 
debts  already  due.  A  rise  of  the  rate  of  interest,  and  con* 
sequent  fall  of  the  prices  of  securities,  will  accomplish  the 
purpose  still  more  rapidly,  by  inducing  foreigners,  instead 
of  taking  away  the  gold  which  is  due  to  them,  to  leave  it 
for  investment  within  the  country,  and  even  send  gold  into 
the  country  to  take  advantage  of  the  increased  rate  of  in- 
terest. Of  this  last  mode  of  stopping  a  drain  of  gold,  the 
year  1847  afforded  signal  examples.  But  until  one  of  these 
two  thiiigs  takes  place — until  either  prices  fall,  or  the  rate 
of  interest  rises — nothing  can  possibly  arrest,  or  even  mod- 
erate, the  efflux  of  gold.  Kow,  neither  will  prices  fall  nor 
interest  rise,  so  long  as  the  nndnly  expanded  credit  is 
upheld  by  the  continued  advances  of  bankers.  It  is  well 
known  that  when  a  drain  of  gold  has  set  in,  even  if  bank 
notes  have  not  increased  in  quantity,  it  is  upon  them  that 
the  contraction  first  falls,  the  gold  wanted  for  exportation 
being  always  obtained  from  the  Bank  of  England  in  ex- 
change for  "its  notes.  But  nnder  the  system  which  preceded 
1844,  the  Bank  of  England,  being  subjected,  in  common 
^^th  other  banks,  to  the  importunities  for  fresh  advances 
which  are  charaeteristic  of  such  a  time,  could,  and  otten 
did,  immediately  re-issne  the  notes  which  had  been  retnmed 
to  it  in  exchange  for  bullion.  It  is  a  great  error,  certainly, 
to  suppose  that  the  miscliief  of  this  re-issue  chiefly  consisted 
in  preventing  a  contraction  of  the  currency*  It  was,  how- 
ever, quite  as  misctiievous  as  it  has  ever  been  supposed  to 
be.  As  long  as  it  lasted,  the  efflux  of  gold  could  not  cease, 
since  neither  would  prices  fall  nor  interest  rise  while  these 
advances  continued.  Prices  having  risen  without  any  in- 
eveum  of  bank  notes,  could  well  have  fallen  without  a  dimi- 
niitlon   of  them  j    but  having  risen   in  consequence  of  an 
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extension  of  credit,  they  could  not  fall  without  a  eoiitraction 
of  it.  As  long,  therefore,  as  the  Bank  of  Englainl  and 
the  other  banks  persevered  in  t!iis  course,  so  long  gold  con* 
tinned  to  flow  out,  until  so  little  was  left  that  the  Bank  of 
England,  being  in  dauger  of  suspension  of  payments,  was 
compelled  at  last  to  contract  its  discounts  so  greatly  and 
suddetdy  as  to  produce  a  much  more  extreme  variation  in 
the  rate  of  interest,  inflict  jnuch  greater  loss  and  distress 
on  individuals,  and  destroy  a  much  greater  amount  of  the 
ordinary  credit  of  the  country,  than  any  real  necessity  re- 
quired. 

I  acknowledge,  (and  the  experience  of  1847  has  proved 
to  those  who  overlooked  it  before,)  that  the  mischief  now 
described,  may  be  wrouglit,  and  in  large  measure,  by  the 
Bank  of  England,  through  its  deposits  alone..  It  may  con- 
tinue or  even  increase  its  discounts  and  advances,  when  it 
ought  to  contract  them  ;  with  the  ultimate  effect  of  making 
the  contraction  much  more  severe  and  sudden  than  neces- 
sary. I  cannot  but  think,  however,  that  banks  which  com- 
mit this  error  with  their  deposits,  would  commit  it  still  more 
if  they  were  at  liberty  to  make  increased  loans  with  their 
issues  as  well  as  tiieir  deposits.  I  am  compelled  to  think 
that  the  being  restricted  from  increasing  their  issues,  is  a 
real  impediment  to  their  making  those  advances  which 
arrest  the  tide  at  its  turn,  and  make  it  rush  like  a  torrent 
afterwards.  If  the  restrictions  of  the  Act  of  1844  were  no 
obstacle  to  the  advances  of  banks  in  the  interval  preceding 
the  crisis,  why  were  they  found  an  insuperable  obstacle 
during  the  crisis  ?  an  obstacle  which  nothing  less  would 
overcome  than  a  suspension  of  the  law,  through  the  assump- 
tion by  Goveniment  of  a  temporary  dictatorship?  Evi- 
dently they  are  an  obstacle  ;  *  and  when  the  Act  is  blamed 

*  It  would  not  be  to  the  purpose  to  aaVj  by  way  of  ohjection,  that  the  ob- 
stacle may  be  evaded  by  granting  the  increased  advatiee  in  book  credits,  to  be 
drawn  againat  by  cheques,  without  the  aid  of  bank  notes.  This  ia  indeed  possi- 
ble, as  Mr,  Fullarton  has  remarked,  and  as  I  have  myself  said  in  a  former  cliap- 
ter.     But  this  substitute  for  bank-note  eurreucy  haa  ae^ev  ^leX  Vi^-^tii  Qtigj!i\N3ia^\ 
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for  interposing  obstacles  at  a  time  wlien  not  obstacles  but 
facilities  are  neededj  it  must  in  justice  receive  credit  for 
interposing  them  wlien  they  are  an  acknowledged  benefit. 
In  this  particnLir,  therefore,  I  think  it  cannot  be  denied, 
that  the  new  system  is  a  real  iniproyement  upon  the  old. 

§  4,  But  though  I  am  compelled  to  difter  thus  far  from 
the  opinion  of  Mr,  Tooke  and  of  Mr,  Fnllarton,  I  concur 
with  them  in  thinking  that  these  advantages,  whatever 
vahie  may  be  put  on  them,  are  purcliased  by  still  greater 
disadvantages. 

In  the  first  place,  a  large  extension  of  credit  by  bankers, 
though  most  hurtful  when,  credit  being  already  in  an  in- 
flated state,  it  can  only  serve  to  retard  and  aggravate  the 
collapse,  is  most  salutary  when  the  collapse  has  come,  and 
when  credit  instead  of  being  in  excess  is  in  distJ*es8ing  die- 
ficiency,  and  increased  advances  by  baid^ers,  instead  of 
being  an  addition  to  the  ordinary  amount  of  floating  credit, 
serve  to  replace  a  mass  of  other  credit  which  htis  been  and- 
denly  destroyed.  Antecedently  to  1S44,  if  the  Bank  of 
England  occasionally  aggravated  the  severity  of  a  com- 
mercial revulsion  by  rendering  the  collapse  of  credit  more 
tardy  and  thence  more  violent  than  necesaary,  it  in  return 
rendered  invaluable  services  during  the  revulsion  itself,  by 
coming  forward  with  advances  to  support  solvent  flrms,  at 
a  time  w^ben  all  otlier  paper  and  almost  all  mercantile  credit 
had  become  comparatively  valueless.  This  service  was 
eminently  conspicuous  in  the  crisis  of  1825-6,  the  severest 
probably  ever  experienced  ;  dnring  which  the  Bank  in- 
creased what  is  called  its  circulation  by  many  millions,  in 
advances  to  those  mercantile  finns  of  whose  ultimate  sol- 
vency it  felt  no  dou1:>t ;    advances  which  if  it  had   been 

and  the  law  baving  clearly  manifested  its  intetition  that^  In  tbe  case  supposed,  in- 
crensfHl  credits  ahould  not  be  granted,  it  ia  a  problem  whether  the  law  would  not 
ireacb  wbat  migbt  be  regarded  aa  an  evasion  of  it*  probibitiona^  or  whether  defer- 
ence  to  ttie  law  would  not  produce  (as  it  has  hitherto  done)  on  the  part  of  bank- 
ing establtshnctents,  conform]  tj  to  its  apirit  and  purpose,  as  well  as  to  its  m&re 


I 


REGULATION   OF  CURRENCY. 


22t> 


obliged  to  witliholcl,  the  severity  of  the  eiisis  would  have 
becii  still  greater  than  it  was.  If  the  Bank,  it  is  justly 
remarked  by  Mr.  Fiillartoiij*  eompIieB  with  such  applica- 
^ons,  *'  it  uuist  comply  with  them  by  an  issue  of  notes,  for 
notes  constitute  the  only  iiistniuientalitj  through  Avliidi  the 
Bank  is  in  the  practice  of  lending  its  credit.  But  those 
notes  are  not  intended  to  circnlatej  nor  do  they  circulate. 
There  is  no  mure  demand  for  circulation  than  thei*e  was 
before.  On  the  contrary,  the  rapid  decline  of  prices  which 
the  case  in  snpposition  presuuiesj  would  necessarily  con- 
tract the  demand  lor  circulation.  The  notes  would  either 
be  rettimed  to  the  Bank  of  England,  as  fast  as  they  were 
issued,  in  the  eliape  of  dei)ositSj  or  would  be  locked  up  in 
the  drawers  of  the  private  London  hankers,  or  distributed 
by  them  to  their  correspondents  in  the  country,  or  inter- 
cepted by  other  capitalists,  who,  during  the  fervour  of  the 
previous  excitement,  had  contracted  liabilities  wdiicli  they 
might  be  imperfectly  prepared  on  the  sudden  to  encounter. 
In  such  emergencies,  every  man  connected  with  business, 
who  lias  been  trad  in  ^^  on  other  means  than  his  own,  is 
placed  on  the  defensive,  and  his  whole  object  is  to  make 
himself  as  strong  m  possiblcj  an  object  wliich  camtot  be 
more  effectually  answered  than  by  keeping  by  him  as  large 
a  reserve  as  possible  in  paper  which  the  law  has  made  a 
legal  tender.  The  notes  tiiemselves  never  find  their  way 
into  the  produce  nnu*ket ;  and  if  they  at  all  contribute  to 
retard  "  (or,  as  I  slioukl  rather  say,  to  moderate)  "the  fall 
of  prices,  it  is  not  by  promoting  in  the  slightest  degree  the 
effective  demand  for  commodities,  not  by  enabling  con- 
sumers to  buy  more  largely  for  consumption,  and  so  giving 
briskness  to  commerce,  but  by  a  process  precisely  the  re- 
vei*se,  by  enabling  the  liolders  of  commodities  to  hold  on, 
by  obstructing  traffic  and  repressing  consumption." 

The  opportune  relief  thus  afforded  to  credit,  during  the 
excessive  contraction  which  succeeds  to  an  nndue  expan- 
sion, 18  consistent  with  the  principle  of  the  new  system ; 


for  an  extraordmary  contractioa  of  credit,  and  fall  of 
pricesj  inevitably  draw  gold  into  the  country,  and  the  prin- 
ciple of  the  system  is  that  the  bank-note  currency  shall  be 
permitted,  and  even  compelled,  to  enlarge  itself,  in  all 
cases  in  which  a  metallic  currency  w^ould  do  the  same. 
But,  what  the  principle  of  the  law  would  encourage,  its 
provisions  in  tliis  instance  preclude,  by  not  suflering  the 
increased  issues  to  take  place  until  the  gold  has  actually 
arrived  ;  which  is  never  until  the  worst  part  of  the  crisis  is 
past,  and  almost  all  the  losses  and  failures  attendant  on  it 
are  consnm  mated.  The  inaehinery  of  the  system  withholds, 
until  for  ]iiany  purposes  it  comes  too  late,  the  very  medi- 
cine which  the  theory  of  the  system  prescribes  as  the  appro- 
priate remedy.'* 

This  fnnctioa  of  banks  in  filling  up  the  gap  made  in 
mercantile  credit  by  the  consequences  of  undue  speculation 
and  its  revulsion,  is  so  entirely  indifipensable,  that  if  the 
Act  of  18i4  continnes  unrepealed,  there  can  bo  no  difficulty 
in  foreseeing  that  its  provisions  must  be  suspended,  as  they 
w^ere  in  1847,  in  eveiy  period  of  great  commercial  difficulty, 
as  soon  as  the  crisis  has  really  and  completely  set  in.f 
Were  this  all,  there  would  be  no  absolute  inconsistency  in 
maintaining  the  restriction  as  a  means  of  preventing  a 
crisis,  and  relaxing  it  for  the  purpose  of  relieving  one.  But 
there  is  another  objection,  of  a  still  more  radical  and  com- 
prehensive character,  to  the  new^  system. 

Protessing,  in  theory,  to  require  thai  a  paper  currency 
shall  vary  in  its  amount  in   exact  conformity  to  the  varia- 


■  True,  the  Bank  is  not  precluded  from  making  Increased  advances  from  its 
deposits,  which  are  likely  to  be  of  miusuall?  large  amount,  since,  at  these  peri* 
ods,  every  one  leaves  hia  money  in  deposit  in  order  to  have  it  within  call.  But, 
that  the  deposits  are  not  always  sufficient,  was  conclu^iivcly  proved  iti  1847, 
when  the  Batik  stretched  to  the  very  utmost  the  means  of  relieving  commerce 
which  its  deposits  afforded,  without  allaying  the  panic^  which  however  ceased  nl 
once  when  the  Government  decided  on  eusponding  the  Act, 

f  This  prediction  was  verified  on  the  very  next  occurrence  of  a  commercial 
erisis,  in  1857  ;  when  Government  were  again  under  the  necessity  of  su^spendlDgf 
on  their  own  responsibilitj,  the  provisions  of  the  Act. 
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tions  of  a  metallic  curreiicyj  it  provider,  in  fact,  that  iu 
every  case  of  an  efflux  of  gold,  a  corresponding  diminution 
shall  take  place  in  the  quantity  of  bank  notes ;  in  other 
\^ords,  that  every  exportation  of  the  precious  metals  shall 
be  virtiially  di*awn  from  the  circulation ;  it  being  assumed 
that  this  would  be  the  case  if  the  currency  were  wholly 
metallic.  This  theory ,  and  theee  practical  aiTaiigeuientSj 
are  adapted  to  the  ease  in  which  tlie  drain  of  gold  originates 
in  a  rise  of  prices  produced  by  an  undue  expansion  of  cur- 
rency or  credit ;  hut  they  are  adapted  to  no  case  beside. 

When  the  efflux  of  gold  is  the  last  stage  of  a  series  of 
effects  arifiiug  from  an  increase  of  the  currencyj  or  from  an 
expansion  of  credit  tantamount  in  its  effect  on  prices  to  an 
increase  of  cuii^ency,  it  is  in  that  case  a  fair  assumption  that 
in  a  purely  metallic  system  the  gold  exported  would  he 
drawn  from  the  currency  itself;  because  such  a  drain,  being 
in  its  nature  imlimited,  will  necessarily  continue  as  long  as 
currency  and  credit  are  undiminished.  But  an  exportation 
of  the  precious  metals  often  arises  frotn  no  causes  affecting 
currency  or  credit,  but  simply  from  an  unusual  extension 
of  foreign  payments,  arising  either  from  the  state  of  the 
markets  for  commodities,  or  from  some  circumstance  not 
commercial.  Iu  this  class  of  causes,  four,  of  powerful  oper- 
ation, are  included,  of  each  of  wliich  the  'last  fifty  yefirs  of 
English  history  afford  repeated  instances.  The  first  is  that 
of  an  extraordinary  foreign  expenditure  by  government, 
either  political  or  military ;  as  m  the  revolutionary  war, 
and,  as  long  as  it  lasted,  during  the  late  war  with  Russia, 
The  second  is  the  case  of  a  large  exportation  of  capital  for 
foreign  investment ;  such  as  the  loans  and  mining  opera- 
tions which  partly  contributed  to  the  crisis  of  1825,  and  the 
American  speculations  which  were  the  principal  cause  of 
the  crisis  of  1839.  The  third  is  a  failure  of  crops  in  the 
countries  which  supply  the  raw  material  of  important  man- 
ufactures; such  as  the  cotton  failure  in  America,  which 
compelled  England,  in  1847,  to  incur  unmual  liabilities  for 
the  purchase  of  that  commodity  at  an  advanced  ^iclfc^.   TVife 
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fonrth  IB  a  bad  harvest,  and  a  great  couj&eqnent  impurtation 
of  fixKi ;  af  which  the  jeaiB  1S46  aad  1847  present  an  ex- 
ample gurpaasmg  all  anteeedent  experience. 

Iii  uoue  of  these  caaes,  if  the  currency  were  metallic, 
would  the  gold  or  silver  exported  for  the  purposes  in  ques- 
tion be  necee*^a^ily,  or  even  probably,  drawn  wholly  from 
the  circulation.  It  would  be  drawn  from  the  hoards,  which 
under  a  metallic  currency  always  exist  to  a  very  large 
amount ;  in  uncivilized  countries,  in  the  hands  of  all  who 
can  afford  it ;  in  civilized  countries  chiefly  in  the  form  of 
bankers'  re^rves*  Mr.  Tooke,  in  his  '*  Inquiry  into  the 
Currency  Principle,"  bears  testimony  to  this  fact ;  but  it  if  I 
to  Mr,  FuUarton  that  the  public  are  indebted  for  the  clearest 
and  most  satisfactory  elucidation  of  it.  As  I  am  not  aware 
that  this  part  of  the  theory  of  currency  has  been  set  forth 
by  any  other  writer  with  anything  like  the  same  degree  of 
completeness,  I  shall  quote  somewhat  largely  from  this  able 
production. 

^'  Xo  person  who  has  ever  resided  in  an  Asiatic  country^ 
where  hoarding  is  carried  on  to  a  far  larger  extent  in  pro-     - 
portion  to  the  existing  stock  of  wealth,  and  where  the  prac-     f 
tice  has  become  much  more  deeply  engrafted  in  the  habits 
of  the  people,  by  traditionary  apprehensions  of  insecurity 
and  the  difficulty  of  finding  safe  and  remunerative  invest- 
ments, than  in  any  European  community — ^no  person  who 
has  had  personal  exY>erience  of  this  state  of  society,  can  be  at 
a  loss  to  recollect  inniiiiierable  instances  of  large  metallic 
treasures  extracted  in  times  of  pecuniary  difficulty  from  the    ■ 
eofiers  of  individuals  by  the  temptation   of  a  high  rate  of 
interest,  and  brought  in  aid  of  the   public  necessities,  nor, 
on  the  other  hand,  of  the  facilities  with  whicli  tliose  treas-     ■ 
ures  have  been  absorbed  again,  when  the  inducements  which 
had  drawn  them  into  light  were  no  longer  in  operation.    In 
countries  more  advanced  in  civilization  and  wealth  than  the 
Asiatic  principalities,  and  where  no  man  is  in  fear  of  at- 
tracting the  cupidity  of  power  by  an  external   display  of 
jy'elws,  hut  where  the  interchange  of  commodities   is   still 
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almost  iiniversally  condueted  through  tlie  medium  of  a 
metallic  circulation,  as  is  the  case  with  most  of  tlie  com- 
mercial coimtries  on  the  Coiitineut  ol  Europe,  the  motives 
tvT  amassing  the  precious  metals  may  be  less  powerful  than 
in  the  majority  of  Asiatic  pririeipalitics ;  hut  the  ahility  to 
accumulate  being  more  widely  extended,  the  absolute  quan- 
tity amassed  will  be  found  ]>robably  to  bear  a  considerably 
larger  proportion  to  the  jjupulatiou.*  In  those  states  which 
lie  exposed  to  hostile  invasion,  or  whose  social  condition  is 
unsettled  and  menacing,  tlie  motive  indeed  must  still  be 
very  strong  ;  and  in  a  nation  carrying  on  an  extensive  com- 
merce, both  foreign  and  internal,  without  any  considerable 
aid  from  any  of  the  banking  substitutes  for  money,  the  re- 
serves of  gold  and  silver  indispensably  required  to  secure 
the  regularity  of  payments,  must  of  themselves  engross  a 
share  of  the  circulating  coin  whicb  it  would  not  be  easy  to 
estimate. 

"  In  this  country,  where  the  banking  system  has  been 
carried  to  an  extent  and  perfection  unknown  in  any 
other  part  of  Em'ope,  and  may  be  said  to  have  entirely 
superseded  the  use  of  coin,  except  for  retail  dealiugs  and 
the  purposes  of  foreign  commerce,  the  incentives  to  private 
hoarding  exist  no  longer,  and  the  hoards  have   all  been 


transferred   to  the  banks,  or  rather,  I  should 


to  the 


Bank  of  England,  But  in  France,  where  the  bank-note 
circulation  is  still  comparatively  limited,  the  quantity  of 
gold  and  silver  coin  in  existence  1  find  now  currently  esti- 
mated, on  what  are  descrihed  as  the  hitc^t  authorities,  at 
the  enormous  sum  of  120  millions  sterling  ;  nor  is  tlu?  esti- 
mate at  all  at  variance  with  the  reasonable  probabilities  of 
the  case.  Of  this  vast  treasure  there  is  eveiy  reason  to 
presume  that  a  verj^  large  proportion,  probably  by  much 

*  It  m  kuown,  from  UDquestiotiable  facL^,  that  the  hoards  of  money  at  ait 
timca  exiatiDg  in  the  hands  of  the  French  peaflaiitr\\  often  from  a.  remote  date, 
aurpags  may  amount  which  eoul J  have  been  ima^ned  possit>le ;  and  even  in  s» 
poor  a  country  &b  Ireland,  it  has  of  late  been  aBL'ertairied,  that  the  email  farmera 
sometimes  possess  hoards  quite  diaproportioned  to  their  yisible  meaoB  of  subfiLsi- 
etjoe. 
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the  greater  part,  is  absorbed  in  the  hoards.  If  you  present 
for  payment  a  bill  for  a  thousand  francs  to  a  French  banker,  I 
he  brings  you  the  silver  in  a  sealed  bag  from  his  strong 
room.  And  not  the  banker  only,  but  every  mercliant  and 
trader,  according  to  his  means,  h  under  the  necessity  of 
keeping  by  him  a  stock  of  cash  sufficient  not  only  for 
his  ordinary  disbursements,  but  to  meet  any  miexpected 
demands.  That  the  quantity  of  specie  accumulated  in 
these  innumerable  depots,  not  in  Prance  only,  but  all  over 
the  Continent,  where  banking  institutions  are  still  either 
entirely  wanting  or  very  impertectly  organized,  is  not 
merely  immense  in  itself,  but  admits  of  being  largely  drawn 
upon,  and  transferred  even  in  vast  masses  from  one  country 
to  another,  with  very  little,  if  any,  eflect  on  prices,  or  other 
material  derangements,  we  have  had  some  remarkable 
proofs  :  "  among  others,  "  the  signal  success  which  attended 
the  simultaneous  efforts  of  some  of  the  principal  European 
powders  (Russia,  Austria,  Prussiaj  Sweden,  and  Denmark) 
to  rei^lenish  their  treasuries,  and  to  replace  with  coin  a 
considerable  portion  of  the  depreciated  paper  which  the 
necessities  of  the  war  had  forced  upon  them,  and  this  at 
the  very  time  when  the  available  stock  of  the  precious 
metals  over  the  world  had  been  reduced  by  the  exertions 
of  England  to  recover  her  metallic  currency.  .  .  .  There 
can  be  no  doubt  that  these  combined  operations  were  on  a 
scale  of  very  extraordinary  magnitude,  that  they  w^ere  ac- 
complished without  any  sensible  injury  to  •commerce  or 
public  prosperity,  or  any  other  effect  than  some  temporary 
derangement  of  the  exchanges,  and  that  the  private  hoards 
of  treasure  accumulated  throughout  Europe  during  the  war 
must  have  been  the  principal  source  from  which  all  this 
gold  and  silver  was  collected.  And  no  person,  I  think,  can 
fairly  contemplate  the  vast  superfiux  of  metallic  wealth  thus 
proved  to  be  at  all  times  in  existence,  and,  though  in  a 
dormant  and  inert  state,  always  ready  to  spring  into  activity 
on  the  first  indication  of  a  sufficiently  intense  demand,  with- 
■out  feding  themselves  compelled  to  admit  the  possibility 
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of  the  mines  being  even  shut  up  for  years  together,  and  the 
production  of  the  metals  altogetlier  Bnspended,  while  there 
might  be  scarcely  a  perceptible  alteration  in  the  exchange- 
able value  of  the  metal.'-  * 

Appljbg  this  to  the  eiirreney  doctrine  and  its  advocates, 
"  one  might  imagine,"  says  Mr.  Fullarton,  f  "  that  they 
supposed  the  gold  which  is  drained  off  for  exportation  from 
a  eoimtry  using  a  currency  exclusively  metallic,  to  be  col- 
lected by  driblets  at  the  fairs  and  markets,  or  from  the  tills 
of  the  grocers  and  mercers.  They  never  even  alhide  to  the 
existence  of  such  a  thing  as  a  great  hoard  of  the  metals, 
though  upon  the  action  of  the  hoards  depends  the  whule 
economy  of  interaational  payments  between  specie-circn- 
lating  com mnui ties,  while  any  operation  of  the  nmney  col- 
lected in  hoai'ds  upon  prices  mnst,  even  according  to  tlie 
currency  hypothesis,  be  wholly  impossible.  We  know 
from  experience  what  enormous  payments  in  gold  and 
silver  specie-circulating  countries  are  capable,  at  times,  of 
making,  without  the  least  disturbance  of  their  internal 
prosperity  ;  and  whence  ia  it  supposed  that  these  payments 
come,  but  from  their  hoards?  Let  us  think  how  the  money 
market  of  a  country  transacting  all  its  exchanges  through 
the  medium  of  the  precious  metals  only,  would  be  likely  to 
be  affected  by  the  necessity  of  making  a  foreign  payment 
of  several  millions.  Of  course  the  necessity  could  only  be 
satisfied  by  a  transmission  of  capital ;  and  would  not  the 
competition  for  the  possession  of  capital  for  transmission 
wdiich  tlie  occasion  would  call  forth,  necessarily  raise  the 
market  rate  of  interest  ?  If  the  payment  was  to  be  made 
by  the  government,  would  not  the  government,  in  all  prob- 
ability, have  to  open  a  new  loan  on  terms  more  tlian  usually 
favorable  to  the  lender  ?  "  If  made  by  merchants,  would 
It  not  be  draw^n  either  from  t!ie  deposits  in  banks,  or  from 
the  reserves  which  merchants  keep  by  them  in  default  of 


*  Fullarton  oii  thi?  Regulation  of  Currencies,  pp.  71- 
t  Ibid.  pp.  1B9 — i± 
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banks,  or  would  it  not  oblige  them  to  obtain  the  necessary 
atiiouut  of  specie  by  going  into  the  money  market  as  bor- 
rowers ?  "  And  would  not  all  this  inevitably  act  upon  tlie 
hoards,  and  draw  forth  into  activity  a  portiun  of  the  gold 
and  silver  which  the  money -dealers  had  been  accumulating^ 
and  some  of  them  with  the  express  view  of  watching  stich 
opportunities  for  turning  their  treasui-es  to  advantage  ?  .  .  , 
'*  To  oome  to  the  present  time  [1844],  the  balance  of 
payments  with  nearly  all  Europe  has  for  about  four  yeara 
past  been  in  favour  of  this  country,  and  gold  has  been  pour- 
ing  in  till  the  influx  amounts  to  the  unheard-of  sum  of 
about  fourteen  millione  sterling.  Yet  in  all  this  time  has 
any  one  heard  a  eomplaint  of  any  serious  suffering  inflicted 
on  the  people  of  the  Continent  ?  Have  prices  there  been 
greatly  depressed  beyond  their  range  in  this  country? 
Have  wages  fallen,  or  have  merchants  been  extensively 
ruined  by  the  universal  depreciation  of  their  stock  ?  There 
has  occurred  nothing  of  the  kind.  The  tenor  of  commercial 
and  monetary  affairs  has  been  everywhere  even  and  tran- 
quil ;  and  in  France  more  particularly,  an  improving  rev- 
enue and  extended  commerce  bear  testimony  to  the  con- 
tinued progress  of  internal  prosperity.  It  may  be  doubted^  i 
indeed,  if  this  great  efflux  of  gold  has  withdrawn  from  that 
portion  of  the  metallic  wealth  of  the  nation  which  really 
circulates,  a  single  naptdeon.  And  it  has  been  equally 
obvious,  from  the  undisturbed  state  of  credit,  that  not  only 
has  the  supply  of  specie  indispensable  for  the  conduct  of 
business  in  the  i^Jtail  market  been  all  the  while  uninterrupt- 
ed, but  that  the  hoards  have  continued  to  furnish  every 
facility  requisite  for  the  regularity  of  mercantile  paj'ments. 
It  is  of  the  very  essence  of  the  metallic  system,  that  the 
hoards,  in  all  cases  of  probable  occurrence,  should  be  equal 
to  both  objects ;  that  they  should,  in  the  first  place,  supply 
the  bullion  demanded  for  exportation,  and  in  the  next  place; 
should  keep  up  the  home  circulation  to  its  legitimate  com- 
piement.  Every  man  trading  under  tliat  system^  who,  in 
the  course  of  his  business,  may  have  frequent  occasion  to 
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remit  krge  sums  in  specie  to  foreign  cimn tries,  must  eitlK^r 
keep  by  hiui  a  sufficient  treasure  of  his  own  or  must  liave 
the  means  of  borrowing  enough  from  hia  neighbours,  not 
only  to  make  np  when  wanted  the  amount  of  his  remit- 
tancesj  but  to  enable  himj  moreover,  to  carry  on  his  ordi- 
nary transactions  at  home  without  interruption." 

In  a  country  in  wliich  credit  is  carried  to  so  great  an 
extent  as  in  England,  one  great  reserve,  in  a  single  estab- 
Hshraent,  the  Bank  of  England,  supplies  the  place,  as  far  as 
the  precious  metals  are  coucemed,Qf  the  multitudinous  re- 
serves of  other  countries.  The  theoretical  principle,  there- 
forej  of  the  currency  doctrine  would  require,  that  all  those 
drains  of  the  metal,  w4iie!i,  if  the  currency  were  purely 
metallic^  would  be  taken  from  tlie  hoards,  should  be  allowed 
to  operate  fj'cely  upon  the  reserve  in  the  coffers  of  the  Bank 
of  England,  without  any  attempt  to  stop  it  either  by  a 
diminution  of  the  currency  or  by  a  contraction  of  creditp 
Nor  to  this  would  there  be  any  well-grounded  objection, 
unless  the  drain  were  so  great  as  to  threaten  the  exhaustion 
of  the  reserve,  and  a  consequent  stoppage  of  payments ;  a 
danger  against  which  it  is  possible  to  take  adequate  precau- 
tions, because  in  the  cases  which  we  are  considering,  the 
drain  is  for  foreign  payments  of  definite  anioxmt,  and  stops 
of  itself  as  soon  as  these  are  effected.  And  in  all  systems  it 
is  admitted  tliat  the  habitual  reserve  of  the  Bank  should 
exceed  the  utmost  amount  to  which  experience  warrants 
the  belief  that  such  a  drain  may  extend ;  which  extreme 
limit  Mr,  Fullarton  affirms  to  be  seven  miUions,  but  Mr. 
Tooke  recommends  an  average  reserve  of  ten,  and  in  his 
last  publication  J  of  twelve  millions. 

Tlie  machinery,  however,  of  the  new  system  insists  upon 
bringing  about  by  force,  what  its  principle  not  only  does 
not  require,  but  positively  condemns.  Every  drain  for  ex- 
portation, whatever  may  be  its  cause,  and  whetlier  under  a 
metallic  currency  it  woidd  affect  the  circulation  or  not,  is 
now  compulsorily  drawn  from  that  source  alone.  Tlie  bank 
note  circulation  must  be  diminished  by  an  amount  ec^vi.\K> 
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that  of  the  metal  exported,  thougli  it  be  to  the  fiill  extent 
of  seven  or  twelve  millions-  And  tliiSj  be  it  remembered, 
when  there  haa  been  no  speculative  rise  of  prices  which  it 
is  indispensable  to  correct,  no  imiisual  extension  of  credit 
requiring  contraction ;  but  the  demand  for  gold  is  solely 
occasioued  by  foreign  payiuentB  on  account  of  govemment^ 
or  large  corn  importations  consequent  on  a  bad  harvest,  ■ 

I  grant  that  when  large  foreigTi  payments  require  to  be  | 
made,  the  means  wherewith  to  make  them  must  in  general 
be  drawn  from  the  loanable  capital  of  the  country ;  the 
consequence  of  which  is  a  rise  of  the  rate  of  interest.  In 
Buch  circumstances  some  pressure  on  the  mooey  market  i&  fl 
unavoidable  :  but  that  pressure  is  much  increased  in  sever- 
ity by  the  operation  of  the  Act  of  1844.  The  case  is  gener- 
ally stated  as  if  the  Act  only  operated  in  one  way,  namely, 
by  preventing  the  Bank,  when  it  has  parted  with  (say)  three 
millions  of  bullion  in  exchange  for  three  millions  of  its  notes, 
from  again  lending  those  notes,  in  discounts  or  other  ad- 
vances. Eat  the  Act  really  does  much  more  than  this*  It 
is  well  known,  that  the  first  operation  of  a  drain  is  always 
on  the  banking  department.  The  bank  deposits  constitute 
the  bulk  of  the  unemployed  and  disposable  capital  of  the 
country  ;  and  capital  wanted  for  foreign  payments  is  almost 
always  obtained  mainly  by  drawing  out  deposits.  Suppos- 
ing three  millions  to  be  the  amount  wanted,  three  millions 
of  notes  are  drawn  from  the  banking  department  (either  di- 
rectly or  througli  the  private  bankers,  who  keep  the  bulk 
of  their  reserves  with  the  Bank  of  England),  and  the  three 
millions  of  notes,  thus  obtained,  are  presented  at  the  Issue 
Department,  and  exchanged  against  gold  for  exportation. 

Thus  a  drain  upon  the  country  at  large  of  only  three  mil- 
lions, is  a  drain  upon  the  Bank  virtually  of  six  millions. 
The  deposits  have  lost  three  millions,  and  the  reserve  of 
the  Issue  Department  has  lost  an  equal  amomit.  As  the 
two  departments,  so  long  as  the  Act  remains  in  operation, 
cannot  even  in  the  utmost  extremity  help  one  another,  each 
must  taJke  its  separate  precautions  for  its  own  safety.   What- 
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ever  measureSj  tlicreforcj  on  tlie  part  of  the  Eank,  would 
have  been  required  under  the  old  i^ystem  by  a  drain  of  six 
millions,  are  now  rendered  necessary  by  a  drain  only  of 
tbree.  The  Issue  Department  protects  itself  in  the  manner 
pi'e&cribecl  by  the  Act,  by  not  re-issning  the  three  millions 
of  notes  which  have  been  returned  to  it.  Bnt  the  Banking 
Department  must  take  measures  to  replenish  its  reserve, 
which  has  been  reduced  by  three  milliuns.  Its  liabilities 
having  also  decreased  three  millions,  by  the  loss  of  that 
amount  of  deposits,  the  reserve,  on  the  ordinary  banking 
principle  of  a  third  of  the  liabilitieSj  will  bear  a  reduction 
of  one  million.  But  the  other  two  millions  it  must  procure 
by  letting  that  amount  of  advances  run  out,  and  refusing 
to  renew  thera.  Kot  only  tlierefore  must  it  raise  its  rate 
of  interestj  but  it  must  eifect,  by  whatever  means,  a  dimi- 
nution  of  two  millions  in  the  total  amount  of  its  discounts, 
or  it  must  sell  securities  to  an  equal  amount.  This  violent 
action  on  the  money  market  for  the  pur2>08e  of  replenishing 
the  Banking  resei^ve,  is  wholly  occasioned  by  the  Act  of 
1844.  If  the  restrictions  of  that  Act  did  not  exist,  the 
Bank,  instead  of  contracting  its  discounts,  would  simply 
transfer  two  millions,  eitlier  in  gold  or  in  notes,  from  the 
Issue  to  the  Banking  Department;  not  in  order  to  lend 
them  to  the  public,  but  to  secure  the  solvency  of  the  Banking 
Department  in  the  event  of  further  unexpected  demands  by 
the  depositors.  And  unless  the  drain  continued,  and  reached 
so  great  an  amount  as  to  seem  likely  to  exceed  the  whole 
of  the  gold  in  the  reserves  of  both  departments,  the  Bank' 
would  be  under  no  necessity,  while  the  pressure  lasted,  of 
withholding  from  commerce  its  acciistomed  amount  of  ac- 
commodation, at  a  rate  of  interest  corresponding  to  the  in- 
creased demand.* 


*  This,  which  T  have  called  *^  the  double  action  of  drains,*'  has  been*  strange- 
ly enough,  understood  as  if  T  had  asserted  that  the  Bank  ia  compelled  to  part 
with  six  millions  worth  of  propertj  bj  a  drain  of  three  millions.  Such  an  asser- 
tion would  be  too  absurd  to  require  any  refutation.  Drains  have  a  double 
actioD,  not  upon  the  pecuniary  position  of  the  Bank  itself,  but  upoa  the  meagu.t^!A 
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I  am  aware  it  will  be  said  that  l)y  allowing  drains  of 
tliie  chai'aeter  to  operate  freely  iijion  tlie  Bank  reiserve  until 
they  cease  of  theinselvesj  a  contraction  of  the  currency  and 
of  credit  wonld  not  be  prevented,  but  only  postponed ;  since 
if  a  limitation  of  issues  were  not  resorted  to  for  the  purpose 
of  checking  the  drain  in  its  coinraeucement,  the  same  or  a 
Btill  greater  limitation  must  take  i>lace  afterwards,  in  order, 
by  acting  on  prices,  to  bring  back  tliis  large  quantity  of 
goldj  for  the  indi&pensaljle  purpose  of  replenishing  the  Bank 
reserve.  But  in  this  argument  several  things  are  over- 
looked. In  the  first  place,  the  gold  might  be  brought  back, 
not  by  a  fall  t*f  prices,  but  by  the  much  more  rapid  and 
convenient  medium  of  a  rise  of  the  rate  of  interest,  involv- 
ing no  fall  of  any  prices  except  the  prices  of  securities. 
Either  English  securities  would  be  bought  on  account  of 
foreigners,  or  foreign  securities  held  in  England  would  be 
sent  abroad  for  sale,  both  which  operations  took  place 
largely  during  the  mercantile  difficulties  of  1847,  and  not 
only  checked  the  efflux  of  gold,  but  tuiTied  the  tide  and 
brouglit  the  metal  back.  It  was  not,  therefore,  brought 
back  by  a  contraction  of  the  currency,  though  in  this  case 
it  certainly  was  so  by  a  contraction  of  loans.     But  even 

it  is  forced  to  take  in  order  to  stop  the  drain-  Thouprli  the  Bank  itself  is  oo 
poorf^r,  ita  two  reacrveg,  tlie  reaerve  in  the  Imnking  department  and  the  reserve 
in  the  issne  department,  have  each  been  reduced  three  milHona  by  a  drain  of 
only  three.  And  ae  a  fleparation  of  the  departmenta  renders  it  nceeasary  that 
each  of  them  eeparately  should  be  kept  as  strong  as  the  two  together  need  be 
if  they  conid  help  one  iinother,  the  Bank's  action  on  the  money  market  must  be 
aa  violent  on  a  drain  of  three  millions,  a»  would  hare  been  required  on  the  old 
sygtem  for  one  of  fix.  The  reserve  in  the  bankinf^  department  beiog  less  than 
it  otherwise  wonld  be  by  the  entire  amount  of  the  bullion  id  the  issue  depart- 
ment, and  the  whole  umount  of  the  drain  falling  in  the  first  instance  on  that 
diminished  reserve,  the  pressure  of  the  whole  drain  on  the  half  reserve  is  as 
much  felt,  and  require*  aa  strong  measures  to  stop  it»  aa  a  presRure  of  twiee  the 
ftmount  on  the  entire  reserve.  As  I  have  said  elsewhere,  f  '^  it  is  as  if  a  man 
having  to  lift  a  weight  were  restricted  from  ufiing  boUi  hands  to  do  it,  and  were 
only  allowed  to  use  one  hand  at  a  time ;  in  which  caj*e  it  would  be  necessary 
that  each  of  his  hands  should  be  as  strong  as  the  two  together*" 

t  Erideaee  befitre  the  Commlltft  of  tba  Hoa«e  of  Commo&i  on  the  Bick  AotB^  la  18&T.    i 


^ 

of      ■ 


( 


I 


1 


REGCLATION   OF  CURRENCY.  241 

tills  18  not  always  indispensable.  For  in  the  gec-ond  place, 
it  is  not  necessary  that  the  gold  should  return  with  the  same 
suddenness  witli  which  it  went  out.  A  great  portion  woidd 
probably  retniii  in  the  ordinary  way  of  commerce,  in  pay- 
jnent  for  exportetl  commodities.  Tlie  extra  gains  made  by 
dealers  and  producei-s  in  foreign  conntries  through  the  extra 
payments  they  receive  froin  this  country,  are  very  Ukely  to  be 
partly  ex  J)  ended  in  increased  purchases  of  English  commodi- 
tiesj  either  for  consumption  or  on  specnlationj  though  the 
effect  may  nctt  manifest  itself  with  sufficient  rapidity  to  en- 
able the  trausnnssion  of  gold  to  be  dispensed  with  in  the 
first  instance.  These  extra  purchases  would  turn  the  bal- 
ance of  payments  in  fa%^our  of  the  country,  and  gradually 
restore  a  portion  of  the  exported  gold  ;  and  tlie  remainder 
would  probably  be  brought  back^  without  any  considerable 
rise  of  the  rate  of  interest  in  England,  by  the  fall  of  it  in 
foreign  countries,  occasioned  by  the  addition  of  some  mil- 
lions of  gold  to  the  loanable  capital  of  those  countries.  In- 
deed, in  the  state  of  things  consequent  on  tlie  gold  discover- 
ies, when  the  enoiinous  quantity  of  gold  annually  produced 
in  Australia,  and  much  of  that  from  California,  is  distributed 
to  other  countries  through  Enghind,  and  a  month  seldom 
passes  without  a  large  arrival,  the  Bank  reserves  can  replen- 
ish themselves  w^ithout  any  re-importation  of  the  gold  pre- 
Tiously  earned  off  by  a  drain.  All  that  is  needful  is  an 
intermission,  and  a  very  brief  intermission  is  sufficient,  of 
the  exportation. 

For  these  reasons  it  appears  to  me,  that  notwithatanding 
the  beneficial  operation  of  the  Act  of  1844  in  the  first  stages 
of  one  kind  of  commercial  crisis  (that  produced  by  over- 
speculation),  it  on  the  whole  materially  aggravates  the 
severity  of  commercial  revulsions.  And  not  only  are  con- 
tractions of  credit  made  more  severe  by  the  Aet,  they  are 
also  made  greatly  more  frequent,  "  Suppose,"  says  Mi\ 
George  Walker,  in  a  clear,  impartial,  and  conclusive  series 
of  papers  in  the  Aberdeen  Seraldy  forming  one  of  the  best 
existing  discussions  of  the  present  question — "  Su^^ofe^'fee^^ 
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of  eighteen  millions  of  gold,  ten  are  in  the  issue  department 
and  eight  are  in  the  banking  department  The  result  ietbe 
same  as  under  a  rQetallie  currency  with  only  eight  millions 

in  reserve  instead  of  eighteen The  effect  of  the  Bank 

Act  is,  that  the  proceedings  of  the  Bank  under  a  drain  ait? 
not  determined  by  the  amount  of  gold  within  its  vaults,  but 
are,  or  ought  to  be,  detei*mined  by  tlie  porti<>n  of  it  belong- 
ing  to  the  banking  departiuent.  With  the  whole  of  the  gold 
at  its  disposal,  it  may  find  it  unneeessary  to  interfere  with 
credit,  or  force  down  prices,  if  a  drain  leave  a  fair  reserve  M 
beliind.  With  only  tim  banking  reserve  at  its  dispot^al,  it  I 
must,  from  the  naiTOw  margin  it  has  to  operate  on,  meet  I 
all  drains  by  counteractives  more  or  less  strong,  to  the  in- 
jury of  the  couniierciul  world  ;  and  if  it  tail  to  do  so,  as  it 
may  fail,  the  consequence  is  destruction.  Ilence  the  extra- 
ordinary and  frequent  variations  of  the  rate  of  interest  under 
the  Bank  Act.  Since  1847,  when  the  eyes  of  tlie  Bank  were 
opened  to  its  true  position,  it  has  felt  it  necessary,  as  a  pre- 
cautionary measure,  that  every  variation  in  the  resei^ve  ■ 
should  be  accompanied  by  an  alteration  in  the  rate  of  in- 
terest.'-  To  make  the  Act  innocuous,  therefore,  it  would 
be  necessary  that  the  Bank,  in  addition  to  the  whole  of  the 
gold  in  the  Issue  Dcfmrtment,  sliould  retain  as  great  a  re- 
serve in  gold  or  notes  in  the  Banking  Department  alone,  as 
would  suffice  under  the  old  system  for  the  security  both  of 
the  issues  and  of  the  deposits. 


§  5.  There  remain  two  questions  respecting  a  bank 
note  currency,  which  liave  also  been  a  subject  of  consider-^ 
able  discussion  of  late  years:  whether  the  privilege  of  pro- 
viding it  should  be  confined  to  a  single  establishment,  such 
as  tiie  Bank  of  England,  or  a  plurality  of  issuers  should  be 
allowed  :  and  in  the  latter  case,  whether  any  peculiar  pre- 
cautions are  requisite  or  advisable,  to  protect  the  holders^ 
of  notes  against  losses  occasioned  by  the  insolvency  of  the 
issuers. 

The  course  of  the  preceding  speculations  has  led  us  to- 
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attach  so  mucli  less  of  peculiar  importaoee  to  bank  iiuteSj 
a$  compared  with  other  forms  of  creditj  than  accords  with 
the  notions  generally  ciuTcnt,  that  questions  respecting  the 
regulation  of  eo  very  small  a  part  of  the  general  mass  of 
creditj  cannot  ap|)ear  to  us  of  such  momentous  import  as 
thBj  are  sometimes  considered.  Bank  notes,  however,  have 
&o  far  a  real  peculiarity,  that  they  are  the  only  form  of  credit 
sufficiently  convenient  for  all  the  purposes  of  cireulatioUj  to 
be  able  entirely  to  supersede  the  use  of  metallic  jnoney  for 
internal  pui-poses-  Though  the  extension  of  the  use  of 
cheques  has  a  tendency  more  and  more  to  diminish  the 
number  of  bank  notes,  as  it  would  that  of  the  sovereigns  or 
other  coins  whicli  woidd  take  tlieir  plat*e  if  they  were  abol- 
ished ;  there  is  sure,  for  a  long  time  to  come,  to  be  a  con- 
siderable supply  of  them,  wherever  the  necessary  degree  of 
commercial  confidence  exists,  and  tlieir  free  use  is  permitted. 
The  exclusive  privilege,  therefore,  of  issuing  theni^  if  reserved 
to  the  government  or  to  some  one  body,  is  a  source  of  great 
pecuniary  gain.  That  this  gain  should  he  obtained  for  the 
nation  at  large  is  both  practicable  and  desirable  :  and  if  tlie 
management  of  a  bank  note  currency  ought  to  be  so  com- 
pletely mechanical,  so  entirely  a  thing  of  fixed  rule,  as  it 
is  made  by  the  Act  of  1844,  there  seems  no  reason  w^hy  this 
mechanism  should  be  worked  for  the  profit  of  any  private 
issuer,  rather  thaii  for  the  public  treasury.  If,  however,  a 
plan  be  prefeiTed  which  leaves  the  variations  in  the  amount 
of  issues  in  any  degree  whatever  to  the  discretion  of  the 
issuers,  it  is  not  desirable  that  to  the  ever-growing  attribu- 
tions of  the  government,  so  delicate  a  function  should  be 
superadded  ;  and  that  the  attention  of  the  heads  of  the 
state  should  be  diverted  from  larger  objects,  by  their  lieing 
besiege<i  with  the  applications,  and  made  a  mark  for  all  the 
attacks,  which  are  never  spared  to  tliose  deemed  to  be  re- 
sponsible for  any  acts,  however  minute,  connected  with  the 
regulation  of  the  currency-  It  would  be  better  that  treasury 
notes,  exchangeable  for  gold  on  demand,  should  be  issued 
to  a  fixed  amount,  not  exceeding  the  minimum  o£  ^V%x^ 
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note  currency^  the  remainder  of  the  Dotea  which  may  be 
required  being  left  to  be  Bupplied  either  by  one  or  by  a 
number  of  private  baiikiiig  etitabliahments.  Or  an  estah- 
lishnieiit  like  the  Bank  of  England  might  supply  the  whole 
country,  on  condition  of  lentling  fifteen  or  twenty  millions 
of  its  notes  to  the  goverunient  without  mtereat;  which 
would  give  the  same  pecuniary  advantage  to  tlie  state  as 
if  it  issued  that  number  of  its  own  notes. 

The  reason  ordiuarily  alleged  in  condemnation  of  the 
system  of  plurality  of  issuers  which  existed  in  England  be- 
fore the  Act  of  1844^  and  under  certain  limitations  still  sub- 
sists, is,  that  the  competition  of  these  different  issuers  in- 
duces them  to  increase  the  amount  of  their  notes  to  an 
injurious  extent.  But  Ave  have  seen  that  the  power  wliicJi 
bankers  have  of  augmenting  tlieir  issues,  and  the  degree  of 
mischief  which  they  can  produce  by  it,  are  quite  trifling 
compared  with  the  current  over-estimate.  As  remarked 
by  M.  FullartoUj*  the  extraordinary  increase  of  banking  com- 
petition occasioned  by  the  establishment  of  the  joint-stock 
banksj  a  competition  often  of  the  most  reckless  kind,  has 
proved  utterly  powerless  to  enlarge  the  aggregate  mass  of 
the  bank  note  circulation ;  that  aggregate  circulation  hav- 
ing, on  the  contrary,  actually  decreased.  In  any  case  it 
appears  desirable  to  maintain  one  great  establidhnient 
like  the  Bank  of  England,  distinguished  from  other  banks 
of  issue  in  this,  that  it  alone  is  required  to  pay  in  gold,  the 
others  being  at  liberty  to  pay  their  notes  with  notes  of  the 
central  establishment.  The  object  of  this  is  that  there  may 
be  one  body,  responsible  for  maintaining  a  reserve  of  the 
precious  metals  sufficient  to  meet  any  drain  that  can  reason- 
ably be  expected  to  take  place.  By  disseminating  this  re- 
sponsibility among  a  number  of  banks,  it  is  prevented  from 
operating  eflScaciously  upon  any  ;  or  if  it  be  still  enforced 
against  one,  the  reserves  of  the  metals  retained  by  all  the 
others  are  capital  kept  idle  in  pure  waste,  which  may  be 
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dispensed  with  by  allowing  them  at  theu-  option  to  pay  in 


Bank  of  England  notes. 


§  6,  The  question  reiiiahis  whether,  in  case  of  a  phiral- 
ity  of  iesiierSj  any  peculiar  proeautions  are  needed  to  protect 
the  holders  of  notes  from  the  consequences  of  failure  of  pay- 
ment. Before  1826,  the  insolveucy  of  hanks  of  issue  was 
a  frequent  aud  very  serious  evil,  ol\en  spreading  distress 
tliOut!!:h  a  whole  neighbourhoodj  and  at  one  blow  depriving 
provident  industry  of  the  results  of  long  and  pahiful  saving. 
This  was  one  of  the  chief  reasons  which  iuduced  Parliamentj 
in  that  year,  to  prohibit  the  issue  of  bank  notes,  of  a  denomi- 
nation below  five  pounds,  that  the  labouring  classes  at  least 
might  be  as  little  as  possible  exposed  to  participate  in  this 
suffering.  As  an  additional  safeguard,  it  hiis  been  sug- 
gested to  give  the  holders  of  notes  a  priority  over  other 
creditors,  or  to  require  bankers  to  deposit  stock  or  other 
puhHc  securities  as  a  pledge  for  the  whole  amount  of  their 
issues.  The  insecurity  of  the  former  bank  note  currency 
of  England  was  partly  the  work  of  the  law,  which,  in  order 
to  give  a  qualified  monopoly  of  banking  business  to  the 
Bank  of  England,  had  actually  made  the  formation  of  safe 
banking  establishments  a  punishable  offence,  by  prohibit- 
ing the  existence  of  any  banks,  in  town  or  country,  whether 
of  issue  or  deposit,  with  a  number  of  partnei"S  exceeding  six. 
This  truly  characteristic  specimen  of  the  old  system  of 
monopoly  and  restriction,  was  done  away  with  in  1826, 
both  as  to  issues  and  deposits,  everywhere  but  in  a  district 
of  sixty-five  miles  radius  round  London,  and  in  1833  in  that 
district  also,  as  far  as  relates  to  depmsits.  It  was  hoped 
that  the  numerous  joint-stock  banks  since  established,  would 
have  furnislied  a  more  trustworthy  cnrrency,  and  that  under 
their  influence  the  hanking  system  of  England  would  have 
been  almost  as  secure  to  the  pubhc  as  that  of  Scotland 
(where  hanking  was  alw^ays  free)  has  been  for  two  centuries 
past.  But  the  almost  incredible  instances  of  reckless  and 
IVaudulent  mismanagement  wliich  these  iiiS\;v\7QSiQ>\i5&i  >tx'^:T 
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of  late  afforded  (though  in  some  of  the  most  notorious  cases 
the  delinquent  establishments  have  not  been  banks  of  issue), 
have  shown  only  too  clearly  that,  south  of  the  Tweed  at 
least,  the  joint-stock  principle  applied  to  banking  is  not  the 
adequate  safeguard  it  was  so  confidently  supposed  to  be : 
and  it  is  difficult  now  to  resist  the  conviction,  that  if  plural- 
ity of  issuers  is  allowed  to  exist  at  all,  some  kind  of  special 
security  in  favour  of  the  holders  of  notes  should  be  exacted 
as  an  imperative  condition. 


CHAPTEK  XXY. 

OF  THE  COMPETITION  OP  DIFFERENT  COTINTEIES  IN 
THE  SAME   MARKET- 


§  1.  Ih  the  phraBeolog}^  of  the  Mercantile  System, 
the  language  and  doctrines  of  which  are  still  the  basis  of 
what  may  be  called  the  political  economy  of  the  selling 
classes,  as  diatinguished  from  the  buyers  or  consumerB, 
there  is  no  word  of  more  frequent  recurrence  or  more  peril- 
ous import  than  the  word  underselling.  To  undersell  other 
countries—not  to  be  undersold  by  other  countries — were 
spoken  of,  and  are  still  very  often  spoken  of,  almost  as  if 
they  were  the  sole  purposes  for  which  jiroduction  and  com- 
modities exist.  The  feelings  of  rival  tradesmeuj  prevailing 
among  nations,  overruled  for  centuries  all  sense  of  the  gen- 
eral community  of  advantage  which  commercial  countries 
derive  from  the  prosperity  of  one  another :  and  that  com- 
mercial spirit  which  is  now  one  of  the  strongest  obstacles  to 
wars,  was  during  a  certain  period  of  European  history  their 
principal  cause. 

Even  in  the  more  enlightened  view  now  attainable  of  the 
nature  and  consequences  of  international  commence,  some, 
though  a  comparatively  small,  space  must  still  be  made  for 
the  fact  of  commercial  ri  vality.  Nations  may,  like  individual 
dealers,  be  competitors,  Tvith  opposite  interests,  in  the  mar- 
kets of  some  commodities,  while  in  others  they  are  in  the 
more  fortuuate  relation  of  reciprocal  customers.  The  ben- 
efit of  commerce  does  not  consist,  as  it  was  once  thought  to 
do,  in  the  cooimodities  sold  ;    but,  since  the  commodllx'^'ii 
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M  are  tbe  means  or  obtaining  those  which  are  boagbt,  a 
latian  would  be  cut  off  from  the  real  advantage  of  com- 
merce, the  imports,  if  it  could  not  induce  other  nations  to 
take  any  of  its  commodities  in  cxchaDge ;  and  in  proportion 
as  the  competition  of  other  countries  c*ompek  it  to  offer  its 
commodities  on  cheaper  terras,  on  pain  of  not  selling  them 
at  all,  the  imports  which  it  obtains  by  its  foreign  trade  are 
pro<nired  at  greater  cost* 

These  points  have  been  adequately,  though  incidentally, 
illustrated  in  some  of  the  preceding  chapters.  But  tJic 
great  space  which  tlie  topic  has  filled,  and  continues  to  fill, 
in  economical  speculations,  and  in  the  practical  anxieties 
both  of  politicians  and  of  dealers  and  manufacturers,  makes 
it  desirable,  before  quitting  the  snhjeet  of  international 
exchange,  to  subjoin  a  few  observations  on  the  things  which 
do,  and  on  those  which  do  not,  enable  countries  to  undersell 
one  another. 

One  country  can  only  imdersell  another  in  a  given 
market,  to  the  extent  of  entirely  expelling  her  from  it,  on 
two  conditions.  In  the  first  place,  she  must  have  a  greater 
advantage  than  the  second  country  in  the  production  of  the 
article  exported  by  both  ;  meaning  by  a  greater  advantage 
(as  has  been  already  so  fully  explained)  not  absolutely,  but 
in  comparison  with  other  commodities ;  and  In  the  second 
place,  such  nmst  be  her  relation  with  the  customer  country 
in  respect  to  the  demand  for  each  other's  products,  and  such 
the  conscc]nent  state  of  international  values,  as  to  give  away 
to  the  customer  country  more  than  the  whole  advantage 
possessed  l>y  tlie  rival  country ;  otherwise  the  rival  will 
still  be  able  to  hold  her  ground  in  the  market. 

Let  us  revert  to  the  imaginary  hypotliesis  of  a  trade  be* 
tween  England  and  Germany  in  cloth  and  linen  :  England 
being  capable  of  producing  10  yards  of  cloth  at  tbe  same 
cost  with  15  yards  of  linen,  Germany  at  the  same  cost  with 
20,  and  the  two  commodities  being  exchanged  between  the 
two  countries  (cost  of  carriage  apart)  at  some  intermediate 
/vf/e,  sny  10  for  17.     Germany  could  not  be  permanently 
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iindersold  in  the  Englidi  market,  and  expelled  from  itj  un- 
less by  a  country  wliich  oiFered  not  merely  more  than  17, 
but  more  than  20  yards  of  linen  for  ten  of  elotli.  Short  of 
that,  the  competition  would  only  oblige  Germany  to  pay 
dearer  for  cloth,  but  would  not  disable  her  from  exporting 
linen.  The  eountry,  therefore,  which  could  undersell  Ger- 
many, must,  in  the  first  place,  be  able  to  produce  linen  at 
le^s  costj  compared  witli  cloth,  tluiu  Germany  herself;  and 
in  the  next  place,  must  have  such  a  demand  for  cloth,  or 
other  Encrlifth  commodities,  as  would  compel  her,  even  m  hen 
she  became  sole  occupant  of  tlie  market,  to  give  a  greater 
advantage  to  England  tlian  Geraiany  could  give  by  refiigu- 
ing  the  whole  of  hers ;  to  give,  for  example,  21  yards  for  10. 
For  if  not — if,  for  example,  the  equation  of  international 
demand,  after  Germauy  was  excluded,  gave  a  ratio  of  18  for 
10,  Germany  could  again  enter  into  the  competition  ;  Ger- 
many M  ould  be  now  the  underselling  nation  j  and  there 
would  be  a  point,  perhaps  ID  for  10,  at  which  both  countries 
would  be  ahle  to  maintain  their  ground,  and  to  sell  in  Eng- 
land enough  linen  to  pay  for  the  cloth,  or  other  English 
commodities,  for  which,  on  these  newly  adjusted  terms  of 
iBterchange,  they  had  a  demand.  In  like  manner,  England, 
as  an  exporter  of  cloth,  conld  only  be  driven  from  the  Ger- 
man market  by  some  rival  whose  superior  advantages  in  the 
production  of  cloth  enabled  her,  and  the  intensity  of  whose 
demand  for  German  produce  compelled  her,  to  offer  10  yards 
of  cloth,  not  merely  for  less  than  17  yards  of  linen,  but  for 
less  than  15.  In  that  case,  England  could  no  longer  carry 
on  the  trade  without  loss  ;  but  in  any  case  short  of  this,  slie 
wonld  merely  be  oljlJged  to  give  to  Germany  more  clotli  for 
less  linen  tlian  she  had  previously  given. 

It  thus  appears  that  the  alarm  of  being  permanently  un- 
dersold may  be  taken  much  too  easily  ;  may  be  taken  when 
the  thing  really  to  be  anticipated  is  not  tlie  loss  of  the  trade, 
but  the  minor  inconvenience  of  carrying  it  on  at  a  dimin- 
ished advantage ;  an  inconvenience  chiefly  falling  on  the 
consumers  of  foreign  coraniodities,  and  not  o\\  Y\v^  y^o^aj.^^^^"^ 


250 


BOOK   III.     CHAPTER  XXV.     §2, 


or  sellers  of  the  exported  article.  It  is  no  sufBcient  ground 
of  apprehension  to  tlie  English  producers,  to  tind  that  some 
other  country  can  sell  cloth  in  foreign  markets  at  some 
particular  timej  a  trifle  cheaper  than  they  can  themselves 
afford  to  do  in  the  existing  state  of  prices  in  England. 
Suppose  them  to  be  temporarily  unsold,  and  their  exports 
diminished  ;  tlie  imports  will  exceed  the  exports,  there  will 
be  a  new  distribution  of  tlie  preeiuus  metals,  prices  will  fall, 
and  as  all  the  money  expenses  of  the  English  producers  will 
be  diminialied,  tliey  will  be  able  (if  the  case  tails  short  of 
that  stated  in  the  preceding  paragraph)  again  to  compete 
with  their  rivals.  The  loss  whicli  England  wiU  incur,  will 
not  fall  upon  the  exjKjrters,  but  upon  those  wdio  consume 
imjiorted  commodities ;  wlio,  with  money  incomes  reduced 
in  amount,  will  have  to  pay  the  same  or  even  an  increased 
price  for  all  things  produced  in  foreign  countries* 

§  2.  Such,  I  conceive,  is  the  true  theory,  or  rationale, 
of  imderselling.  It  will  be  observed  that  it  takes  no  ac- 
count of  some  things  which  we  hear  spoken  of,  oftener  per- 
haps than  any  otherSj  in  the  character  of  causes  exposing  a 
country  to  be  undersold* 

According  to  the  preceding  doctrine,  a  country  cannot 
be  undersold  in  any  commodity,  unless  the  rival  country 
has  a  stronger  inducement  than  itself  for  devoting  its  labour 
and  capital  to  the  ju^oduction  of  the  commodity  ;  arising 
from  the  fact  that  by  doing  so  it  occasions  a  greater  saving 
of  labour  and  capital,  to  be  shared  between  itself  and  its  cus- 
tomers— a  greater  increase  of  the  aggregate  produce  of  the 
world.  The  undemelling,  therefore,  though  a  loss  to  the 
undersold  cotmtry,  is  an  advantage  to  the  world  at  large; 
the  substituted  commerce  being  one  which  economizes  more 
of  the  labour  and  capital  of  mankind,  and  adds  more  to  their 
collective  wealtli,  than  the  commerce  superseded  by  it.  The 
advantage,  of  course,  consists  in  being  able  to  produce  the 
commodity  of  better  quality,  or  with  less  labour  (compared 
witJi  other  things) ;  or  perhaps  not  with  less  labour,  but  in 


I 
1 

I 

I 
I 


A 


COMPETITION  OF  COUNTRIES  IN   THE   SAME   MARKET.     251 


less  time ;  with  a  less  prolonged  detention  of  the  capital  em- 
ployed. This  may  arise  from  greater  natural  advantages 
(such  as  soilj  climate,  richness  of  mines) ;  superior  capability, 
eithernatural  or  acquired,  in  the  labourers ;  better  division  of 
laboufj  and  better  toolsj  or  macliinery.  But  there  is  no  place 
left  in  this  theory  for  the  case  of  lower  wages.  This,  bow- 
ever,  in  the  theories  commonly  current,  is  a  favourite  cause 
of  underselling.  We  continually  hear  of  the  disadvantage 
under  which  the  British  producer  labours,  both  in  foreign 
markets  and  even  in  his  own,  through  the  lower  wages  paid 
by  his  foreign  rivals.  These  lower  wageSj  we  are  told,  ena- 
ble, or  are  always  on  the  point  of  enabling  them  to  sell  at 
lower  prices,  and  to  dislodge  the  English  manutacturer  from 
all  marke  s  in  which  he  is  not  artificially  protected. 

Before  examining  this  opinion  on  grounds  of  principle, 
it  is  worth  while  to  bestow  a  moment's  consideration  upon 
it  as  a  question  of  fact.  Is  it  true,  that  the  wages  of  manu- 
facturing labour  are  lower  in  foreign  countries  than  in  Eng- 
land, in  any  sense  in  which  low  wages  are  an  advantage  to 
the  capitalist  ?  The  artisan  of  Ghent  or  Lyons  may  earn 
less  wages  in  a  day,  but  does  he  not  do  leas  work  ?  Degrees 
of  efficiency  considered,  does  his  labour  cost  less  to  his  em- 
ployer ?  Though  wages  may  be  lower  on  the  Continent,  is 
not  the  Cost  of  Labour,  which  is  the  real  element  in  the 
competition,  very  nearly  the  same  ?  That  it  is  so  seems  the 
opinion  of  competent  judges,  and  is  confirmed  by  the  very 
little  difference  in  the  rate  of  profit  between  England  and 
the  Continental  countries.  But  if  so,  the  opinion  is  absurd 
that  English  producers  can  be  undersold  by  their  Conti- 
nental rivals  from  this  cause.  It  is  only  in  America  that 
the  supposition  k^  prtmd  facts  admissible.  In  America, 
wages  are  much  higher  than  in  England,  if  we  mean  by 
wages  the  daily  earnings  of  a  labourer :  but  the  productive 
power  of  American  laboiir  is  so  great^ — its  efficiency,  com- 
bined with  the  favoural>le  circumstances  in  which  it  ib 
exerted,  makes  it  worth  so  much  to  the  purchaser,  that  the 
Cost  of  Labour  is  lower  in  America  than  in  England  ;  aB„ 
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proved  by  the  fact  that  the  general  rate  of  profits  and  of 
interest  is  very  much  higher. 


§  3.  But  is  it  tnie  tliat  low  wages,  even  in  the  sense  of 
low  Cast  of  Labour,  enable  a  coimtry  to  sell  cheaper  in 
the  foreign  market  ?  I  mean,  of  course,  low  wages  which 
are  common  to  the  whole  productive  industry  of  the  eoiintry. 

If  wages,  in  any  of  the  departments  of  industry  which 
supply  exports,  are  kept,  artificially,  or  by  some  accidental 
cause,  below  the  general  rate  of  wages  in  the  country,  this 
is  a  real  advantage  in  the  foreign  market.  It  lessens  tlie 
comparative  cost  of  production  of  those  articles,  in  relation 
to  others  ;  and  has  the  same  effect  as  if  their  production  re- 
quired BO  much  less  labour.  Take,  for  instance,  the  case  of 
the  United  States  in 'respect  to  certain  commodities.  In 
that  country,  tobacco  and  cotton,  two  great  articles  of  ex- 
port, are  produced  by  slave  labour,  while  food  and  manu- 
factures generally  are  produced  by  free  labourers,  who 
either  work  on  their  own  account  or  are  paid  by  wages.  In 
spite  of  the  inferior  efficiency  of  slave  labour,  there  can  be 
no  reasonable  doubt  that  in  a  country  where  the  wages  of 
free  labour  are  so  high,  the  work  executed  by  slaves  is  a 
better  bargain  to  the  capitalist.  To  whatever  extent  it  is 
so,  this  smaller  cost  of  labour,  being  not  general,  but  limited 
to  those  employments,  is  just  as  mncli  a  cause  of  cheapness 
in  the  products,  both  in  the  home  and  in  the  fort?ign  mar- 
ket, as  if  they  had  been  made  by  a  less  quantity  of  laliour. 
If  the  slaves  in  the  Southern  States  were  emancipated,  and 
their  wages  rose  to  the  general  level  of  the  earnings  of  free 
labour  in  America,  that  country  might  be  obliged  to  erase 
some  of  the  slavc-grown  articles  from  the  catalogue  of  it^ 
exports,  and  would  certainly  be  imable  to  sell  any  of  them 
in  the  foreign  market  at  the  present  price.  Their  cheapness 
is  partly  an  artificial  cheapness,  wlrieh  maybe  compared  t\ 
that  produced  by  a  bounty  on  production  or  on  exi^^ortation : 
or,  considering  the  means  by  which  it  is  obtained,  an  apter 
eomparison  would  be  with  the  cheapness  of  stolen  goods. 
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An  advantag^e  of  a  similar  economical,  tliongh  ol'  a  very 
different  moral  character,  is  that  possessed  by  domestic 
manofactiires  ;  fabrics  produced  m  the  leisure  honrB  of  fam- 
ilies partially  oceiip[ed  in  oilier  pursuits,  who,  not  depending 
for  subsistence  on  the  produce  of  the  manutacturo,  can  afford 
to  sell  it  at  any  i>rice5  however  low,  for  which  they  think  it 
worth  while  to  take  the  trouble  of  producing*  In  an  ac- 
count of  the  Canton  of  Zurich,  to  which  I  have  had  occasion 
to  refer  on  another  subjectj  it  is  obsei-ved,*  '^  The  workman 
of  Zurich  is  to-day  a  manxifactiirer,  to-morrow  again  an  agri- 
culturist j  and  changes  his  occupations  with  the  seasona,  in  a 
continual  round.  Manufacturing  industry  and  tillage  ad- 
vance hand  in  hand,  in  inseparable  alliance,  and  ni  this 
union  of  tlie  two  occupations  the  secret  may  be  found,  why 
the  simple  and  unlearned  Sw^iss  manufacturer  can  always  go 
on  competing,  and  increasing  in  proBperity,  in  the  face  of 
those  extensive  establishments  litted  out  with  great  eco- 
nomicj  and  (what  is  still  more  important.)  inteUectnal,  re- 
Bources,  Even  in  those  parts  of  the  Canton  ^vhe^e  mann- 
facturee  have  extended  themselves  the  most  widely,  only 
one-seventh  of  all  the  families  belong  to  manufactui^es 
alone ;  four-sevenths  combine  that  employment  with  agri- 
culture. The  advantage  of  this  domestic  or  family  manu- 
facture consists  chiefly  in  the  fact,  that  it  is  compatible  with 
all  other  avocations,  or  rather  that  it  may  in  part  be  re- 
garded as  only  a  supplementary  employment.  In  winter, 
in  the  dwellings  of  the  operatives,  the  whole  family  employ 
themselves  in  it :  but  a£  soon  as  spring  appears,  those  on 
whom  the  early  field  labours  devolve,  abantlon  the  in-door 
work ;  many  a  shuttle  stands  still ;  by  degrees,  as  the  field- 
work  increases,  one  member  of  the  family  follows  another, 
till  at  last,  at  the  harvest,  and  during  the  so-called  '  great 
works,'  all  hands  seize  the  implements  of  husbandry ;  but 
in  unfavourable  w^eather,  and  in  all  otherwise  vacant  houi-s, 
the  work  in  the  cottage  is  resumed,  and  when  the  ungenial 

*  Hut&ruch-geoffraphiseh-tiaiiMHschea  Gemalde  der  Schweix,     Eratea  Hefl| 
1834,  p.  105, 
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season  again  recurs,  the  people  return  in  the  same  gradual 
order  to  their  home  occupation,  until  they  have  all  re- 
sumed it/' 

In  the  case  of  tliese  domestic  mannfacturesj  the  compara- 
tive cost  of  production,  on  which  the  interchange  between 
countries  depends,  is  much  lower  than  in  proportion  to  the 
quantity  of  labour  employed.  The  workpeople,  looking  to 
the  earnings  of  their  loom  fur  a  part  only,  if  for  any  part, 
of  their  actual  maintenance,  can  afford  to  work  for  a  lees 
remuneration  than  the  lowest  rate  of  wages  wliicb  can  per- 
manently exist  in  the  employments  by  which  the  labourer 
has  to  support  the  whole  expc^nse  of  a  family.  Working,  as 
they  do,  not  for  an  employer  but  for  themselves,  they  may 
be  said  to  carry  on  the  manufacture  at  no  cost  at  all,  except 
the  small  expense  of  a  loom  and  of  the  material ;  and  the 
limit  of  possilile  cheapness  is  not  the  necessity  of  living  by 
their  trade,  but  that  of  earning  enough  by  the  work  to  make 
that  social  employment  of  their  leisure  hours  not  dis- 
agreeable. 
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§  4.  These  two  eases,  of  slave  labour  and  of  domestic 
manufactures,  exemplify  the  conditions  under  which  low 
wages  enable  a  country  to  sell  its  commodities  cheaper  in 
foreign  markets,  and  consequently  to  undersell  its  rivals,  or 
to  avoid  being  undersold  by  them.  But  no  such  advantage  ■ 
is  conferred  l)y  low  wages  when  common  to  all  branches  of 
industry.  General  low  wages  never  caused  any  country  to 
undersell  its  rivals,  nor  did  general  high  wages  ever  hinder 
it  from  doing  so. 

To  demonstrate  this,  we  must  return  to  an  elementary 
principle  which  was  discussed  in  a  former  chapter.*  Gen- 
eral low  wag€^  do  not  cause  low  prices,  nor  high  wages  high 
prices,  within  the  country  itself.  General  prices  are  not 
raised  by  a  rise  of  wages,  any  more  than  they  would  be 
raised  by  an  increase  of  the  quantity  of  labour  required  in 
all  production.     Expenses  w^hich   affect    all    commodities 

*  Supra^  book  iii,  ch.  iv. 
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equally.  Lave  no  infliienee  on  prices.  If  tlie  Hiaker  of 
broatkloth  or  cutlery,  and  nobody  else,  had  to  pay  higher 
wageSj  the  price  of  his  commodity  would  rise,  just  as  it 
would  if  he  had  to  employ  more  labour  ;  because  otlierwise 
he  would  gain  less  proht  than  otlier  producers,  and  nobody 
would  eu^^e  in  the  employment.  But  if  everybody  has  to 
pay  higher  wages,  or  everybody  to  employ  more  hibour^ 
the  loss  muBt  be  submitted  to  ;  as  it  affects  everybody  alike^ 
no  one  can  hope  to  get  rid  of  it  by  a  change  of  employment^ 
each  therefore  resigns  himself  to  a  diminution  of  profits,  and 
prices  remain  as  tbey  were.  In  like  manner,  general  low 
wages,  or  a  genera!  increase  in  the  productiveness  of  labour, 
does  not  make  prices  low,  but  profits  high,  K  wages  fall, 
(meaning  here  by  wages  the  cost  of  laboiur,)  wliy,  on  that 
account,  should  the  producer  lower  his  price  ?  He  will  be 
forced,  it  may  be  said,  by  the  competition  of  other  capital- 
ists who  will  crowd  into  his  employment.  But  other  cap- 
italists are  also  paying  lower  wages,  and  by  entering  into 
competition  with  him  they  would  gain  nothing  but  what 
they  are  gaining  already.  The  rate  then  at  which  labour  is 
paid,  as  well  as  the  quantity  of  it  which  is  employed,  affects 
neither  the  value  nor  the  price  of  the  commodity  produced, 
except  in  so  far  as  it  is  peculiar  to  that  commodity,  and  not 
common  to  commodities  generally. 

Since  low  wages  are  not  a  cause  of  low  prices  in  the 
eountiy  itself,  so  ueither  do  they  cause  it  to  offer  its  com- 
modities  in  foreign  markets  at  a  lower  price.  It  is  quite 
true  that  if  the  cost  of  labour  is  lower  in  America  than  in 
England,  America  could  sell  her  cottons  to  Cuba  at  a  lower 
price  than  England,  and  still  gain  as  high  a  profit  as  the 
English  manufacturer.  But  it  is  not  with  the  profit  of  the 
Englisli  manutacturer  that  the  American  cotton  spinner  will 
make  his  comparison  ;  it  is  witli  the  profits  of  other  Amer- 
ican capitalists.  These  enjoy,  in  common  with  himself,  the 
benefit  of  a  low  cost  of  labour,  and  have  accordingly  a  high 
rate  of  profit.  Tliis  high  profit  the  cotton  spinner  must  also 
have :  he  will  not  content  himself  with  the  En^lkli  i^^^§>^ 
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It  is  true  lie  may  go  on  for  a  time  at  that  lower  rate^  ratlier 
than  eliange  Lis  employnient  j  and  a  trade  may  be  carried 
on,  eometioies  for  a  long  period,  at  a  much  loMer  profit 
than  that  for  whicli  it  would  have  been  originally  engaged 
in.  Countries  wliieh  have  a  low  cost  of  labour,  and  high 
profits,  do  not  for  that  reason  undersell  othei^s^  but  they  do 
oppose  a  more  obstinate  resistance  to  being  undersold, 
because  the  producers  can  often  submit  to  a  diminution  of 
profit  without  being  unable  to  live^  and  even  to  thriTe,  by 
theh^  business.  But  this  is  all  which  their  advantage  does 
for  them  :  and  in  this  resistance  they  will  not  loi.g  per- 
eevere,  when  a  change  of  times  which  may  give  them  equal 
profits  witli  the  rest  of  their  countrymen  has  become  mani- 
festly hopeless. 

§  5.  There  is  a  class  of  trading  and  exporting  commu- 
nities, on  which  a  few  words  of  explanation  seem  to  be 
required.  Tliese  are  hardl}^  to  be  looked  upon  as  countries, 
carrying  ou  an  exchange  of  commodities  with  other  countries, 
but  more  properly  as  outlying  agricultural  or  manufacturing 
establishments  belonging  to  a  larger  community.  Our  West 
India  colonies,  for  example,  cannot  be  regarded  as  coun- 
tries, with  a  productive  capital  of  their  own*  If  Manches- 
ter, instead  of  being  where  it  is,  were  on  a  rock  in  the  North 
Sea  (its  present  industry  nevertheless  continuing),  it  would 
Btill  be  but  a  town  of  England,  not  a  country  trading  with 
England ;  it  would  be  merely,  as  now,  a  place  where 
England  finds  it  convenient  to  carry  on  her  cotton  manu- 
facture. The  West  Indies,  in  like  manner,  are  the  place 
where  England  finds  it  convenient  to  carry  on  the  produc- 
tion of  sugar,  coffee,  and  a  tew  other  tropical  commodities. 
All  the  capital  employed  is  English  capital ;  almost  all  the 
industry  is  carried  on  for  English  uses ;  there  is  little  pro- 
duction of  anytiiing  except  the  staple  commodities,  and 
these  are  sent  to  England,  not  to  be  exchanged  for  things 
exported  to  the  colony  and  consumed  by  its  inliabitants,  but 
to  be  sold  in  England  for  the  benefit  of  the  proprietors 


I 

I 

1 


I 
I 


COMPETITIOX   Of  COUNTRIES  IN   TflE   SAME   MARKET.     257 


there.  'Die  trade  with  the  West  Indies  is  therefore  hiirdJy 
to  be  considered  as  external  trade,  but  more  resembles  the 
traffic  between  town  and  euuntrj,  and  is  amenable  to  the 
]>rineiples  of  the  home  trade.  The  rate  of  profit  in  the 
culunies  will  be  regulated  bj  English  profits :  the  ex- 
pectation of  profit  must  be  about  the  same  as  in  England, 
with  the  addition  of  compensation  for  the  disadvantages 
attending  tlie  more  distant  and  hazardous  employment : 
and  after  allowance  is  made  for  those  disadvantages,  the 
value  and  price  of  West  India  produce  m  tlie  English 
market  nnist  be  i*egulated,  (or  rather  muist  have  been  regu- 
lated formerly,)  like  that  of  any  English  comuiodity,  by  the 
cost  of  prodnetioin  For  the  last  ten  or  twelve  years  this 
principle  has  been  in  abeyance  ;  the  price  was  first  kept  up 
beyond  the  ratio  of  the  cost  of  production  by  deficient  sup- 
plies, which  could  not,  owing  to  the  defi^cieney  of  labour,  be 
increased  ;  and  more  recently  the  admission  oi"  foreign  com- 
petition has  mtroduced  another  element,  and  some  of  the 
West  India  Islands  are  undersold,  not  so  much  because 
wages  are  higher  than  in  Cuba  and  Brazil,  as  because  they 
are  higher  than  in  England  :  for  were  they  not  so,  Jamaica 
could  sell  her  sugars  at  Cuban  prices,  and  still  obtain,  though 
not  a  Cuban,  an  English  rate  of  profit. 

It  is  worth  while  also  to  notice  another  class  of  small, 
but  in  this  case  mostly  mdependent  communities,  which 
have  supported  and  enriched  themselves  almost  without  any 
productions  of  their  own,  (except  ships  and  marine  equip- 
ments,)  by  a  mere  carrying  trade,  and  commerce  of  efitre- 
pot  /  by  buying  the  produce  of  one  country,  to  sell  it  at  a 
profit  in  another.  Such  were  Venice  and  the  Hanse  Towns. 
The  case  of  these  eomnmnities  is  very  simple.  They  made 
themselves  and  their  capital  the  instruments,  not  of  pro- 
duction, but  of  accomplishing  exchanges  between  the  pro- 
ductions of  other  countries,  Tliese  exchanges  are  attended 
with  an  advantage  to  those  countries — an  increase  of  the 
aggregate  returns  to  industry— part  of  which  went  to 
iuilemnlfj  the  agents,  for  the  necessary  expenses  of  trans- 
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portj  and  another  part  to  remanerate  the  use  of  their  capital 
and  mercantile  skill.  The  countries  themselves  had  not 
capital  disposable  for  the  operation.  Wlien  the  Venetians 
became  the  agents  of  the  general  commerce  of  Soiithera 
Europe,  they  had  Bcarcely  any  competitors;  the  thing 
would  not  have  been  done  at  all  without  them^  and  there 
was  really  no  limit  to  their  profits  except  the  limit  to  whit 
the  ignoi'ant  feudal  nobihty  could  and  would  give  for  the 
unknown  luxuries  then  first  presented  to  their  sight.  At 
a  later  period  competition  arose,  and  the  profit  of  this 
operation^  like  that  of  others,  became  amenable  to  natural 
laws.  The  carrying  trade  was  taken  up  by  Holland,  a 
country  with  productions  of  its  own  and  a  large  acctmiu- 
lated  capital.  The  other  nations  of  Europe  also  had  now 
capital  to  spare,  and  were  capable  of  conducting  their 
foreign  trade  for  themselves;  but  Holland,  having,  from 
the  variety  of  circumstances,  a  lower  rate  of  profit  at  home, 
could  afford  to  carry  for  other  countries  at  a  smaller  ad- 
vance on  the  original  cost  of  the  goods,  than  would  have 
been  required  by  their  own  capitalists ;  and  Holland,  there- 
fore, engrossed  the  greatest  part  of  the  carrying  trade  of 
all  those  countries  which  did  not  keep  it  to  themselTes  by 
Navigation  Laws,  constructed,  like  those  of  England,  for 
the  express  purpose. 
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CHAPTER  XXVI. 


OF  DISTRIBUTION,  AS  AFFECTED  BY  EXCHANGE 


§  1.  We  have  now  completed,  as  far  as  is  compatible 
with  our  purposes  and  limitSj  the  expositioD  of  the  ma- 
chinery through  which  the  produce  of  a  country  is  appor- 
tioned among  the  different  classes  of  its  inhabitants  ;  which 
is  no  other  than  the  machinery  of  Exchange,  and  has  for 
the  expOEents  of  its  operationj  the  laws  oi'  Value  and  of 
Price,  We  shall  now  avail  ourselves  of  the  light  thus 
acquiredj  to  cast  a  retrospective  glance  at  the  subject  of 
Distribution,  The  division  of  the  produce  among  the  three 
claaseSj  LabourcrSj  Capitalists,  and  Landlords,  when  consider- 
ed without  any  reference  to  Exchange,  appeared  to  depend 
on  certain  general  laws*  It  is  fit  that  we  should  now  con- 
sider wliether  these  same  laws  still  operate,  when  the 
distribution  takes  place  through  the  complex  meclianism 
of  exchange  and  money ;  or  whether  the  properties  of 
the  mechanism  interfere  with  and  modify  the  presiding 
princlf>Ies. 

The  primary  division  of  the  produce  of  human  exertion 
and  frugality  is,  as  we  have  seen,  into  three  shares,  wages, 
profits,  and  rent ;  and  these  shares  are  portioned  out  to  the 
persons  entitled  to  them, ^ in  the  form  of  money,  and  by  a 
process  of  exchange  ;  or  rather,  the  capitalist,  with  whom  in 
the  usual  arrangements  of  society  the  produce  remains, 
pays  in  money,  to  the  other  two  sharers,  the  market  value 
of  their  labour   and  land.     If  we  examine,^oii  ^Wi.  '^^^ 
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]>eenniary  value  of  labour,  and  tlie  peciiniaiy  value  of  the 
use  of  Laud,  depend,  we  sball  find  tliat  it  is  on  the  very  saDie 
causes  by  wldeli  we  fouud  that  wages  and  rent  would  be 
regulated  if  there  were  no  money  and  no  exchange  of 
coin  modi  ties. 

It  is  evident,  in  the  first  place,  that  the  law  of  Wages  is 
not  aflccted  by  the  existence  or  non-existence  of  Exeliange 
or  Money.  Wages  depend  on  the  ratio  between  population 
and  capital ;  and  would  do  so  if  all  tlie  capital  in  the  world 
were  the  property  of  one  association,  or  if  the  capitalists 
aniontr  whom  it  is  shared  maintained  cacli  an  establishment 
for  the  production  of  every  article  consumed  in  the  com- 
munity, exeliange  of  eonimodities  having  no  existence.  As 
the  ratio  between  capital  and  population,  everywhere  but  in 
new  colonies,  depends  on  the  strength  of  the  checks  by  which 
the  too  rapid  increase  of  population  is  restrained,  it  may  be 
eaid,  popularly  speaking,  that  wages  depend  on  the  checks 
to  population  ;  tliat  when  the  check  is  not  death,  by 
i^tarvation  or  disease,  wages  depend  on  the  prudence  of  tlie 
labouring  people ;  and  that  wages  in  any  country  are  habit- 
ually at  the  lowest  rate,  to  which  in  that  country  the 
labourer  will  suJBfer  them  to  be  depressed  rather  than  put  a 
restraint  upon  multiplication. 

What  is  here  meant,  however,  by  wages,  is  the  labourer 8 
real  scale  of  comfort;  the  quantity  lie  obtains  of  the  things 
wbicli  nature  or  habit  has  made  necessary  or  agreeable  to 
him  :  wages  in  the  sense  in  wdiicb  they  are  of  iniportance  tn 
the  receiver.  In  the  sense  in  which  they  are  of  importance 
to  the  imyer,  they  do  not  depend  exclusively  on  such  simple 
principles.  Wages  in  the  first  sense,  the  wages  on  wliieh 
the  labourer's  comfort  <lepends,  we  will  call  real  wages,  or 
wages  in  kind.  Wages  in  the  second  sense,  we  may  be 
permitted  to  call,  for  the  present,  money  wages;  assuming, 
as  it  18  allowable  to  do,  that  money  remains  for  the  time  an 
invariable  standard,  no  alteration  taking  place  in  the  con- 
ditions under  which  the  circulating  medium  itself  is  produced 
or  obtameA,     If  money  itself  undergoes  no  variation  in  cost, 
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the  money  price  of  labour  is  an  exact  measure  of  tlie  Cost  of 
Labour,  and  may  be  made  use  of  as  a  couvenient  syiobol  to 
express  it. 

The  money  wages  of  labour  are  a  compound  result  of  two 
elements :  lirist,  i"eal  wages,  or  wagt«  in  kind^  or  in  other 
words,  the  (juantity  wliich  the  labourer  obtains  of  the  ordi- 
nary articles  of  consumption  :  and  secondly,  the  money  i>riees 
of  those  articles.  In  all  old  countries — ^all  countries  in  which 
the  increase  of  population  is  in  any  degree  checked  by  the 
difficulty  of  ob taming  subsistence— the  habitual  monuy  price 
of  labour  is  that  which  will  just  enable  the  labourers,  one 
with  another,  to  purchase  the  commodities  without  which 
they  either  cannot  or  will  not  keep  up  the  population  at 
its  customary  rate  of  increase.  Their  standard  of  comfort 
being  given,  (and  by  the  standard  of  comfort  in  a  labouring 
class,  is  meant  that,  rather  than  Ibrego  wliich,  they  will 
abstain  froiii  multiplication,)  money  wages  de]>end  on  the 
money  ]jnce,  and  therefore  on  the  cost  of  jirodnction,  of 
the  various  articles  which  the  lab<iurers  habitually  consume: 
because  if  their  wages  cannot  procure  tliera  a  given  quan- 
tity of  these,  their  increase  will  slacken,  and  their  wages 
rise*  Of  these  articles,  food  and  other  agricultural  produce 
are  so  umch  the  principal,  as  to  leave  little  influcnt^e  to 
anything  else. 

It  is  at  this  point  that  we  are  enabled  to  invoke  the  aid 
of  tlie  principles  which  Iiave  been  laid  down  in  this  Tliird 
Part.  The  cost  of  production  of  food  and  agricultural  prod- 
uce has  been  analyzed  in  a  preceding  chapter.  It  depends 
on  the  productiveness  of  the  least  fertile  land,  or  of  the  least 
productively  employed  portion  of  capital,  whicli  tlic  neces- 
sities of  soeiety  have  as  yet  put  in  requisition  for  agricultm'al 
purposes.  The  cost  of  production  of  the  food  grown  in 
these  least  advantageous  circumstances,  determines,  as  wo 
have  seen,  the  exchange  value  and  money  price  of  the  wliole. 
In  any  given  state,  therefore,  of  the  labourers^  habits,  their 
money  wages  depend  on  the  productiveness  of  the  least  fertile 
land,  or  least  productive  agricultural  capital:  oa  tU^i^Q\x^ 
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which  cultivation  has  reached  in  its  downward  progress — in 
its  encroaelimeiits  on  the  barren  lands,  and  its  gradually 
increased  strain  upon  the  powers  of  the  more  fertile.  Now, 
the  force  which  urges  eultivM,tioii  lu  this  dowuwtLrd  course, 
is  the  increase  of  people;  while  the  counter-force  which 
checks  the  descent,  is  the  improvement  of  agricultural  science 
and  practice,  enabling  the  same  soil  to  yield  to  the  same 
labour  more  anaple  returns.  The  costliness  of  the  most 
costly  part  of  the  produce  of  cultivation,  is  an  exact  expres- 
sion of  the  state,  at  any  given  moraentj  of  the  race  whicli 
pupidation  and  agricultui'al  skill  are  always  running  against 
each  other. 

§  2.  It  is  well  said  by  Dr.  Chalmers,  that  many  of  the 
most  important  lessons  in  political  economy  are  to  be  learnt 
at  the  extreme  margin  of  cultivation,  the  last  point  which 
the  culture  of  the  soil  lias  readied  in  its  contest  with  the 
spontaneous  agencies  of  nature.  The  degree  of  productive- 
ness of  this  extreme  margin,  is  an  index  to  the  existing  state 
of  the  distribution  of  the  produce  among  the  three  classes, 
of  labourers,  eapitalists,  and  laiidlorda. 

When  the  demand  of  an  increasing  population  for  more 
food  cannot  be  satisfied  without  extending  cultivation  to  less 
fertile  land,  or  incurring  additional  outlay,  with  a  less  pro- 
portional return,  c*n  land  already  in  cultivation,  it  is  a  neces- 
sary condition  of  this  increase  of  agricultural  produce,  that 
the  value  and  price  of  that  produce  must  first  rise.  But  as 
soon  as  the  price  has  men  sutBciently  to  give  to  the  addi- 
tional outlay  of  capital  the  ordinary  profit,  the  rise  will  not 
go  on  still  further  tor  the  purpose  of  enabling  the  new  land, 
or  the  new  expenditure  on  old  land,  to  yield  rent  as  well  as 
profit,  Tlie  land  or  capital  last  put  in  requisition,  and  occu- 
pying wdiat  Dr.  Chalmers  calls  tlie  margin  of  cultivation, 
will  yield,  and  continue  to  yield,  no  rent.  But  if  this  yields 
no  rent,  the  rent  affijrded  by  all  other  land  or  agricultural 
capital  will  be  exactly  so  much  as  it  produces  more  than  this. 
Ihe  piice  of  food  will  always  on  the  average  be  such,  that 
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the  worst  land,  and  the  least  productive  inBtalment  of  tlicj 
capital  employed  on  the  better  landsj  shall  just  replace  the 
expenses  with  the  ordinary  profit.  If  the  least  favoureil 
land  and  capital  just  do  thus  miieh,  all  other  land  and  capital 
will  yield  an  extra  profit,  equal  to  the  proceeds  of  the  extra 
produce  due  to  theu*  Bupet-ior  productiveness  ;  and  this  extra 
profit  Ijeeonies,  by  competition,  the  ]irize  of  the  landlords. 
Exeliangej  and  money,  therefore,  mate  no  difference  in  the 
law  of  rent:  it  is  the  same  as  we  originally  fonnd  it.  Kent 
is  the  extra  return  made  to  agricultural  capital  when  em- 
ployed with  peculiar  advantages;  the  exact  equivalent  of 
what  those  advantages  enahle  the  producers  to  economize 
in  the  cost  of  production :  the  value  and  price  of  the  produce 
being  regulated  by  the  cost  of  production  to  those  producers 
wlio  have  no  advantages ;  by  the  return  to  that  portion  of 
agricultural  capital,  the  circumstances  of  which  are  the  least 
favourable. 


§  3.  Wages  and  rent  being  thue  regulated  by  the  same 
principles  when  paid  in  money,  as  they  would  be  if  appor- 
tioned in  kindj  it  follows  tliat  Profits  are  so  likewise.  For 
the  surplus,  after  replacing  wages  and  paying  rent,  consti- 
tutes Profits, 

We  found  in  the  last  chapter  of  the  Second  Book,  that 
the  advances  of  the  capitalist^  when  analyzed  to  their 
ultimate  elements,  consist  either  in  the  purchase  or  main- 
tenance of  labour,  or  in  the  profits  of  former  capitalists ;  and 
that  therefore  profits  in  the  last  resort,  depend  upon  the 
Cost  of  Labour,  falling  as  that  rises,  and  rising  as  it  falls. 
Let  us  endeavour  to  trace  more  minutely  the  operation  of 
this  law. 

There  are  two  modes  in  which  the  Cost  of  Labour,  which 
is  correctly  represented  (money  being  supposed  invariable) 
by  the  money  wages  of  the  labourer,  may  be  increased. 
The  labourer  may  obtain  greater  comforts  j  wages  in  kind — 
real  wages — may  rise.  Or  the  progress  of  population  may 
force  down  cultivation  to  inferior  soils,  and  ifi<cj^^  ^^^^\\.^ 
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prooesses ;  thus  raising  the  cost  of  produi-'tiiin,  the  value, 
and  the  price,  of  the  eliief  articles  of  tlie  hihourer^s  eoii- 
eimiptirm.  On  either  of  these  suppositions^  the  rate  of  protit 
will  fall. 

If  the  labourer  obtains  more  abundant  commoditieSj 
only  by  reason  of  then-  greater  cheapness;  if  he  obtains  a 
greater  quantity,  but  not  on  the  whole  a  greater  cost ;  real 
wages  will  be  incruaisedi  but  not  niuney  wages,  ami  theru 
will  be  nothing  to  atfect  tlie  rate  of  protit.  But  if  he  ol> 
tains  a  greater  quantity  of  commodities  of  whieh  the  cost  of 
production  is  not  loweredj  he  obtains  a  greater  cost ;  his 
money  wages  are  higher.  The  expense  of  these  increased 
money  wage^  falls  wholly  on  the  capitalist.  There  are  no 
conceivable  means  by  whicli  he  can  shake  it  off.  It  may 
be  said — ^it  used  formerly  to  be  said — that  he  v^nll  get  rid  of 
it  by  raising  his  price.  But  this  oinnion  we  have  already, 
and  more  than  onee,  fully  refuted.* 

The  doctrine,  indeed,  that  a  rise  of  wages  causes  an 
equivalent  rise  of  prices,  is,  as  we  foraierly  observed,  selt- 
contradictory :  for  if  it  did  so,  it  would  not  be  a  rise  of 
wages  ;  the  labourer  woidd  get  no  more  of  any  commodity 
than  he  had  before,  let  his  money  wages  rise  ever  so  much ; 
a  rihc  of  real  wages  would  be  an  ini|>ossibility,  Tliis  being 
equally  contrary  to  reason  and  to  fact,  it  is  evident  that  a 
rise  of  money  wages  does  not  raise  prices  ;  that  high  wages 
ai'e  not  a  cause  of  high  prices*  A  rise  of  general  wages  falls 
on  profits.     There  is  no  possible  alternative. 

Having  disposed  of  the  case  in  which  the  increase  of 
money  w^ages,  and  of  the  Cost  of  Labour,  arises  from  the 
labourer's  obtaining  more  amjile  wages  in  kind,  let  us  now 
Buppose  it  to  arise  from  the  increased  cost  of  production  of 
the  things  which  he  consumes;  owing  to  an  increase  of 
poimlation,  im accompanied  by  an  equivalent  increase  of 
agricultural  skill.  The  augmented  supply  required  by  the 
population  w^oukl  not  be  obtained,  unless  the  price  of  food 
rose  sufficiently  to  remunerate  the  farmer  for  the  increased 

•  Supm^  book  iil.  ciiap.  w.  |1,  ai\d  cha^.  Ttuv.  i^4. 
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cost  of  iiroduction.  Tlie  fiiriiier,  Iiuwever,  in  this  ease 
sustains  a  twofold  disadvantage.  lie  has  to  carry  un  liis 
cultivation  under  less  favourable  conditions  of  proiliictivo- 
ness  than  before.  For  this,  as  it  is  a  disadvantage  lidonsj- 
ing  to  him  only  as  a  fanner,  and  not  shared  by  other  vm 
ployerSj  he  will,  on  the  general  principles  of  valne,  Ix*  com- 
pensated by  a  rise  of  the  price  of  his  commodity  :  iihlecdj 
until  this  rise  has  taken  place,  he  will  oot  bring  to  market 
the  required  increase  of  produce.  Bat  this  very  rise  of 
price  involves  him  in  another  necessity,  for  which  he  is  not 
compensated.  lie  must  pay  higher  money  wages  to  his  la- 
bourers. This  necessity,  being  common  to  him  with  all 
other  capitalists,  forms  no  ground  for  a  rise  of  price.  The 
price  will  rise,  until  it  has  placed  hiju  in  as  good  a  sitivalion 
in  respect  of  proiits,  as  other  employers  of  labour :  it  will 
rise  so  as  to  indemnify  hini  for  the  increased  labour  which 
he  must  now  employ  in  order  to  produce  a  given  quantity 
of  food  :  but  the  increased  wages  of  that  labour  are  a  bur- 
then common  to  all,  and  for  which  no  one  can  be  indem- 
nified.    It  %vill  be  paid  wholly  irom  profits. 

Thus  we  see  that  increased  wages,  when  conjniou  to  all 
descriptions  of  productive  labourers,  and  when  really  rejire- 
senting  a  greater  Cost  of  Labour,  are  always  and  necessarily 
at  the  expense  of  profits.  And  by  revei'siug  the  cases,  we 
should  find  iu  like  manner  that  diminished  wages,  when 
representing  a  really  diminished  Cost  of  Labour,  are  equiva- 
lent to  a  rise  of  profits.  But  the  opposition  of  pecuniary 
interest  thus  indicated  between  the  class  of  capitalists  and 
that  of  labourers,  is  to  a  great  extent  only  apparent.  Real 
wages  are  a  very  diflereut  thing  from  the  Cost  of  Labour, 
and  are  generally  highest  at  the  times  and  places  where, 
from  the  easy  terms  on  wliich  the  land  yields  all  the  i>roduee 
as  yet  required  from  itj  the  value  and  price  of  food  being 
low,  the  cost  of  labour  to  the  employer,  notwithstanding  its 
aujple  remuneration,  is  comparatively  cheap,  and  tlie  rate  of 
profit  consequently  high  ;  as  at  present  in  tlie  United  States, 
We  thus  obtain  a  full  confirmation  of  our  original  theorem 
38  f 
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thAt  Profits  depend  on  the  Co^t  of  Labour :  or,  to  express 
the  meaning  with  still  greater  accnracv,  the  rate  of  profit 
and  the  eo5t  of  labonr  vary  inversely  as  one  another,  and 
&re  joint  effects  of  the  same  agencies  or  eanses. 

Bat  does  not  this  proposition  require  to  be  slightly  modi- 
fied, by  making  allowance  for  that  portion  (though  com- 
paratively small)  of  the  expenses  of  the  capitalist,  which 
does  not  consist  in  wages  paid  by  himself  or  reimbursed  to 
previous  capitalists,  but  in  the  profits  of  those  previous 
capitalists?  Suppise,  for  example,  an  invention  in  the 
manufacture  of  leather,  the  advantage  of  which  should 
consist  in  rendering  it  unnecessary  that  the  hides  should 
remain  for  so  great  a  length  of  time  in  the  tan-pit.  Shoe- 
makers, saddlers,  and  other  workers  in  leather,  would  save 
a  part  of  that  portion  of  the  cost  of  their  material  which 
consists  of  the  tanner's  profits  during  the  time  his  capital  is 
locked  up  ;  and  this  savingj  it  may  be  said,  is  a  source  from 
which  they  might  derive  an  inci-ease  of  profit,  though 
wages  and  the  Cost  of  Labour  remained  exactly  the  same. 
In  the  case  here  supposed,  however,  the  consumer  alone 
would  benefit,  since  the  prices  of  shoes,  harness,  and  all 
other  articles  into  which  leather  enters,  would  fall,  until  the 
profits  of  the  producers  were  reduced  to  the  general  level. 
T(»  obviate  this  objection,  let  us  suppose  that  a  similar 
saving  of  expenses  takes  place  in  all  departments  of  produc- 
tion at  once.  In  that  case,  since  values  and  prices  would 
not  be  affected,  profits  wotdd  probably  be  raised  ;  but  if  we 
look  more  closely  into  the  case  we  shall  find,  that  it  is 
because  the  cost  of  labour  would  be  lowei'cd.  In  this  as  in 
any  other  case  of  increase  in  the  general  productiveness  of 
labour,  if  the  labourer  obtained  only  the  same  real  wages, 
profits  would  be  raised  :  but  the  same  real  wages  would 
imply  a  smaller  Cost  of  Labour ;  the  cost  of  production  of 
all  things  having  been,  by  the  supposition,  diminished.  If, 
on  the  other  hand,  the  real  wages  of  labour  rose  projxjrtion- 
ally,  and  the  Cost  of  Labour  to  the  employer  remained  the 
same,  the  advances  of  the  capitalist  would  bear  the  same 
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ratio  to  his  returns  as  beforej  and  tlie  rate  of  profit  would 
be  uBaltered.  The  reader  who  may  wish  for  a  more  minute 
examination  of  this  point,  will  find  it  in  the  vohmie  of 
separate  Essays  to  which  reference  has  before  been  made** 
The  question  is  too  intricate  in  comparison  with  its  impor- 
tance^  to  be  further  entered  into  in  a  work  Uke  the  present ; 
and  I  will  merely  say,  that  it  seems  to  result  from  the  con- 
siderations adduced  in  the  Essay,  that  there  is  nothing  in  the 
case  in  question  to  affect  the  integrity  of  the  theory  which 
affirms  an  exact  correspondence,  in  an  inverse  direction^ 
between  the  rate  of  profit  and  the  Cost  of  Labour, 
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PROGRESSITE  STATE 


j  1.  The  three  preceding  Parts  include  as  detailed  a 
view  as  our  limits  permit,  of  what,  by  a  happy  generaliza- 
tion of  a  mathematieal  plirase,  has  been  called  the  Statics 
of  tlie  subject.  We  have  surveyed  the  field  of  economical 
facte,  and  have  examined  how  they  stand  related  to  one  an- 
other as  causes  and  effects ;  what  circumatances  determuie 
the  amount  of  production,  of  employment  for  labour,  of 
capital  and  population  ;  wliat  laws  regulate  rent,  profits,  and 
wages ;  under  what  conditions  and  in  what  proportions 
commodities  are  interchanged  between  individuals  and  be- 
tween countries.  We  have  thus  obtained  a  collective  view 
of  the  ecormmical  phenomena  of  society,  considered  as  ex- 
isting simultaneously-  We  have  ascertained,  to  a  certain 
extent,  the  principles  of  their  interdependence ;  and  when 
the  state  of  some  of  tlie  elements  is  known j  we  should  now 
be  able  to  infer,  in  a  general  way,  the  contemporaneous 
state  of  most  of  the  others.     All  this,  however^  k«&  ^mV^ 
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pat  n*  in  poggegeiofi  of  the  economical  laws  of  a  etationanr 
arid  unchanging  society.  We  have  still  to  coDsider  the 
economical  fn^ndition  of  mankind  »  liable  to  change^  and 
indeed  •  in  the  more  aiivanced  portions  of  the  race,  and  in 
all  regions  to  which  tlieir  inflnence  reaches;  as  at  all  times 
undergoing  progressive  changes.  We  have  to  consider 
what  these  changes  are,  what  are  their  laws^  and  what  their 
ultimate  tendencies  :  thereby  adding  a  theory  of  motion  to 
our  theory  of  equilibrium — the  Dynamics  of  political  econo- 
my to  the  Statics, 

In  this  inquiry,  it  is  natural  to  conmnenee  by  tracing 
the  operation  of  known  and  acknowledged  agencies. 
Whatever  may  be  the  other  changes  which  the  economy  of 
society  is  destined  to  undergo,  there  is  one  actuaUy  in  prog- 
ress, concerning  which  there  can  be  no  dispute.  In  the 
leading  countries  of  the  world,  and  in  all  others  as  they 
come  within  the  influence  of  those  leading  countries,  there 
is  at  least  one  progressive  movement  which  continues  with 
little  interruption  from  year  to  year  and  from  generation  to 
generation  ;  a  progress  in  wealth  ;  an  advancement  in  what 
is  called  material  prosperity.  All  the  nations  which  we 
are  accustomed  to  call  civilized,  increase  gradually  in  pro- 
duction and  in  population  :  and  there  is  no  reason  to  doubt, 
tliat  not  only  these  nations  will  for  some  time  continue  so 
to  increase,  but  tliat  most  of  the  other  nations  of  the  world, 
including  some  not  yet  founded,  will  successively  enter 
upon  the  same  career.  It  will,  therefore,  be  our  first  object 
to  examine  the  nature  and  consequences  of  this  progressive 
change  ;  the  elements  which  constitute  it,  and  the  effects  it 
produces  on  the  various  economical  facts  of  which  we  have 
been  tracing  the  laws,  and  especially  on  wages,  profits 
rents,  values,  and  prices. 

§  2.  Of  the  features  which  characterize  this  progressive 
economical  movement  of  civilized  nations,  that  which  first 
excites  attention,  through  its  intimate  connexion  with  the 
phenomena  of  Production,  is  the  perpetual,  and  so  far  as 
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human  foresight  can  extend,  the  nnhniiteds  growth  of  man's 
power  over  nature.  Our  knowledge  of  the  properties  and 
laws  of  physical  objects  shows  no  sign  of  approaching  its 
ultimate  boundaries :  it  is  advancing  more  rapidly,  and  in 
a  greater  number  of  directions  at  once,  than  in  any  pre- 


I    vions    age    or  generation,   and 


affording 


Buch  frequent 
glimpses  of  unexplored  fields  beyond,  as  to  justify  the 
belief  that  our  acquaintance  with  nature  is  still  almost  in 
its  infancy.  This  increasing  physical  knowledge  is  now, 
toOj  more  rapidly  than  at  any  former  period,  converted,  by 
practical  ingennityj  into  physical  power.  The  most  mar- 
vellous of  modern  inventions,  one  which  realizes  tbe  imagi- 
nary feats  of  t!ie  magician,  not  metaphorically  but  literally 
^the  electro-magnetic  telegrapli — ^sprang  into  existence  but 
a  few  years  after  the  establishment  of  the  scientific  theory 
which  it  realizes  and  exemplifies.  Lastly,  the  mannal  j^art 
of  tliesc  great  scientific  operations  is  now  never  wanting  to 
the  intellectual :  there  is  no  difficulty  in  finding  or  forming, 
in  a  suflScient  number  of  the  working  hands  of  the  commu- 
nity, the  skill  requisite  for  executing  the  most  delicate  pro- 
cesses of  the  applicaticm  of  science  to  practical  uses.  From 
this  union  of  cotiditious,  it  is  impossible  not  to  look  forward 
to  a  vast  multiplication  and  long  succession  of  contrivances 
for  economizing  labour  and  increasing  its  produce ;  and  tn 
an  ever  wider  diffusion  of  the  use  and  benefit  of  those  con- 
trivances. 

Another  change,  whicli  lias  always  hitherto  character- 
izedj  and  will  assuredly  continue  to  chara(*terize,  the  prog- 
ress of  civilized  soeiety,  is  a  continual  increase  of  the  secu- 
rity of  person  and  property.  The  people  of  every  country 
in  Europe,  the  most  backward  as  well  as  the  most  ad- 
vanced, are,  in  each  generation,  better  protected  against 
tlie  violence  and  rapacity  of  one  another,  both  by  a  more 
efficient  judicature  and  police  for  the  suppression  of  private 
crime,  and  by  the  decay  and  destruction  of  those  mischiev- 
ous privileges  which  enabled  certain  classes  of  the  com- 
munity to  prey  with  impmiity  upon  the  rest.      Tliey  a^ 
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Douiical  progress  lias  hitherto  had  even  a  contrary  effect.  A 
person  of  good  natural  endowments,  in  a  rude  state  of 
society,  can  do  a  greater  number  of  things  tolerably  well, 
has  a  gi'eatcr  power  of  adapting  means  to  endsj  is  more 
capable  of  extricating  himself  and  others  from  an  unlbreseen 
embarrassment,  than  ninety-nine  in  a  hundred  of  those  who 
have  known  only  what  is  called  the  civilized  form  of  life. 
How  far  these  points  of  inferiority  of  faculties  are  gompen- 
sated,  and  by  what  means  they  might  be  compensated  still 
more  completely,  to  the  civilized  man  as  an  individnal  be- 
ing, is  a  cjuestion  belonging  to  a  different  inquiry  frona  the 
present.  But  to  civilized  human  beings  collectively  consid- 
ered, the  compensation  is  ample.  Wliat  is  lost  in  the  sep- 
arate efficiency  of  each,  is  far  more  than  made  up  by  the 
greater  capacity  of  united  action.  In  proportion  as  they  put 
otf  the  qualities  of  the  savage,  they  become  amenable  to  dis- 
cipline ;  capable  of  adhering  to  plans  concerted  beforehand, 
and  about  which  they  may  not  have  been  consulted;  of 
subordinating  their  individual  caprice  to  a  preconceived 
determination,  and  performing  severally  the  parts  allotted 
to  tliem  in  a  combined  undertaking.  Works  of  all  sorts, 
impracticable  to  the  savage  or  the  half-civilised,  are  daily 
accomplished  by  civilized  nations,  not  by  any  greatness  of 
faculties  in  the  actual  agentSj  but  through  the  fact  that 
each  is  able  to  rely  with  certainty  on  the  others  for  the  por- 
tion of  the  w^ork  which  they  reBpectively  undertake.  The 
peculiar  characteristic,  in  short,  of  civilized  beings,  is  the 
capacity  of  co-operation  ;  and  this  like  other  faculties,  tends 
to  improve  by  practice,  and  becomes  capable  of  assmning  a 
constantly  wider  sphere  of  action* 

Accordingly  there  is  no  more  certain  incident  of  the 
progressive  change  taking  place  in  society,  than  the  contin- 
ual growth  of  the  principle  and  practice  of  co-operation. 
Associationa  of  indiriduals  voluntarily  combining  their  small 
I    contributions,  now  perform  works,  both  of  an  industrial  and 
I    of  niauv  other  charai^ters,  which  no  one  pereon  or  small 
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performance  of  wtieb  the  few  persons  capable  of  accom- 
plishing them  were  formerly  enabled  to  exact  the  most  in- 
ordinate remimeration.  As  wealth  increases  and  business 
capacity  improves,  we  may  look  forward  to  a  great  exten- 
sion of  establishmenta,  both  for  indEstrial  and  other  pm-- 
poses,  formed  by  the  collective  contnbutions  of  large 
numbers  ;  establisliments  like  those  known  by  tlie  technical 
name  o|  joint-stock  companies,  or  the  associations  less  fonn- 
ally  constituted,  wliieh  are  so  numerous  in  England,  to  raise 
funds  for  public  or  philanthropic  objects. 

The  progress  which  is  to  be  expected  in  the  physical 
sciences  and  arts,  combined  with  the  greater  security  of 
property,  and  greater  freedom  in  disposing  of  it,  which  are 
obvious  features  in  the  civilization  of  modem  nations,  and 
with  the  more  extensive  and  more  skilful  employment  of 
the  joint-stock  principle,  afibrd  space  and  scope  for  an 
indefinite  increase  of  capital  and  production,  and  for  the 
increase  of  population  which  is  its  ordinary  accompaniment. 
Tliat  the  growth  of  population  will  overpass  the  increase  of 
production,  there  is  not  much  reason  to  apprehend  ;  and 
tbat  it  should  even  keep  pace  with  it,  is  inconsistent  with 
the  supposition  of  any  real  improvement  in  the  poorcbt 
classes  of  the  people.  It  is,  however,  (|uite  possible  that 
there  might  be  a  great  progress  in  industrial  improvement, 
and  in  the  signs  of  what  is  commonly  called  national  pros- 
perity ;  a  great  increase  of  aggregate  wealth,  and  even,  in 
some  respects,  a  better  distribution  of  it ;  that  not  only  the 
rich  might  grow  richer,  but  many  of  the  poor  might  grow 
rich,  that  the  intermediate  classes  might  become  more 
numerous  and  powerful,  and  the  means  of  enjoyable  exis- 
tence be  more  and  more  largely  diffused,  while  yet  the  great 
class  at  the  base  of  the  whole  might  increase  in  numbers 
oidy,  and  not  in  comfort  nor  in  cidtivation.  We  must, 
tlierefore,  in  considering  the  effects  of  the  progress  of  indus-  f 
try,  admit  as  a  supposition,  however  greatly  we  deprecate 
a&  a  fact^  an  increase  of  population  as  long-continued,  as 
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indefinite,  and  possibly  even  as  rapid,  as  the  increase  of  pro- 
duction and  accnmiilation. 

With  these  preliminary  observations  on  the  causes  of 
change  at  work  in  a  society  which  is  in  a  state  of  econom- 
ical progress,  I  proceed  to  a  more  detailed  examination 
of  the  changes  themselves. 


CHAPTEE  n. 

DfFLUEXCE  OF  THE  FBOGRESg  OF  IXDUSTRY  ASh  POPU- 
LATION, OK  TALUEi  A!fD  PRIC&SL 


§  1,  TffE  C'lianges  which  the  progress  of  industry 
causes  or  presnpposes  in  the  cireninstaiiees  of  production, 
are  necessarily  attended  with  changes  in  the  ralues  of  com- 
modities. 

The  permanent  valnes  of  all  things  which  are  neither 
mider  a  natural  nor  under  an  artLGcial  monopoly,  depend, 
as  we  have  seen,  on  their  cost  of  production.  But  the 
increasing  power  which  mankind  are  constantly  acquiring 
over  nature,  increases  more  and  more  the  efficiencT  of 
human  exertion,  or  in  other  words,  diminishes  cost  of  pro- 
duction. AU  indentions  by  which  a  greater  quantity  of  any 
commodity  can  be  produced  with  the  same  labour,  or  the 
same  quantity  with  less  labour,  or  which  abridge  the  pro- 
cess, so  that  the  capital  employed  needs  not  be  advanced 
for  so  long  a  time,  lessen  the  cost  of  production  of  the  com- 
modity. As,  however,  value  is  relative ;  if  inventions  and 
improvements  in  production  were  made  in  all  commodities, 
and  all  in  the  same  degree,  there  would  be  no  alteration  in 
values.  Things  would  continue  to  exchange  for  each  other 
at  the  same  rates  as  before ;  and  mankind  would  obtain  a 
greater  quantity  of  all  things  in  return  for  their  labour 
and  abstinence,  without  having  that  greater  abundance 
measured  and  declared  (aa  it  is  when  it  affects  only  one 
thing)  by  the  diminished  exchange  value  of  the  commodity. 

As  for  prices,  in  tliese  circumstances  they  woidd  he  af- 
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fected  or  not,  according  as  the  improvements  in  production 
did  or  did  not  extend  to  the  preciouB  metals.  If  the  mate- 
rial of  money  were  an  exception  to  the  general  diminution 
of  cost  of  production^  the  values  of  all  other  tilings  would 
fall  in  relation  to  money,  that  is,  there  would  l>e  a  fall  of 
general  prices  throughout  the  world.  But  if  money,  like 
other  things,  and  in  the  same  degree  as  other  things,  wei*e 
obtained  in  greater  alnmdance  and  cheapness,  prices  would 
be  no  more  aflected  than  values  would ;  and  there  \^ould 
be  no  visible  sign,  in  the  state  of  the  markets,  of  any  of  the 
changes  which  had  taken  place  ;  except  that  there  would 
be  (if  people  continued  to  labour  as  much  as  before)  a 
greater  quantity  of  all  sorts  of  eommoditieSj  circulated  at 
the  same  prices  by  a  greater  quantity  of  money. 

Improvements  in  production  are  not  the  otdy  circmn- 
stance  accompanying  the  progress  of  industry,  which 
tends  to  diminish  the  cost  of  producing,  or  at  least  of 
obtaining,  commotlities.  Another  circnmstanee  is  the 
increase  of  intercourse  between  difiPerent  parts  of  the  world. 
As  commerce  extends,  and  the  ignorant  attempts  to  restrain' 
it  by  tariffs  become  obsolete,  commodities  tend  more  and 
more  to  be  produced  in  the  places  in  which  their  production 
can  be  carried  on  at  the  least  expense  of  labour  and  capital 
to  mankind.  As  ci^HlHzation  spreads,  and  security  of  person 
and  property  becomes  established,  in  parts  of  the  world 
which  have  not  hitherto  had  that  advantage,  the  productive 
capabilities  of  those  places  are  called  into  fuller  activity,  for 
the  benefit  both  of  their  own  inhabitants  and  of  foreigners. 
The  ignorance  and  misgovemment  in  which  many  of  the 
regions  most  favoured  by  nature  are  still  grovelling,  afford 
work,  probably,  for  many  generations  before  those  countries 
will  be  raised  even  to  the  present  level  of  the  most  civil- 
ized parts  of  Europe,  Much  will  also  depend  on  the 
increasing  migration  of  labour  and  capital  to  unoccupied 
parts  of  tlie  earth,  of  which  the  soil,  climate,  and  situation 
are  found,  by  the  ample  means  of  exploration  now  possess* 
ed,  to  promise  not  only  a  large  return  to  industry,  but  great 
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faciliti^  of  producing  eoramodiries  suited  to  the  markets  of 
old  countries,  Miiuli  as  the  collective  indnstjy  of  the  earth 
k  likely  to  be  increased  in  efficiency  by  the  extension  of 
science  and  of  the  industrial  arts,  a  still  more  active  source 
of  increased  cheapness  of  prodnction  will  be  found,  prob- 
ably, for  some  time  to  come,  in  the  graduaUy  unfolding 
conse<^uences  of  Fr^  Trade,  and  in  the  increasing  scale  on  . 
which  Emigration  and  Colonization  will  be  carried  on.  f 

From  the  causes  now  enumerated,  unless  counteracted 
by  others,  the  progresi  of  things  enables  a  country  to  obtain 
at  less  and  less  of  real  cost,  not  only  its  own  productions 
but  those  of  foreign  countries.  Indeed,  whatever  diminishes 
the  cost  of  its  own  productions,  when  of  an  exportable  char- 
acter, enables  it,  as  we  have  already  seen,  to  obtain  its 
imports  at  less  real  cost, 

§  2.  But  is  it  the  fa'^t,  that  these  tendencies  are  not 
counteracted  ?  Has  the  progress  of  wealth  and  industry  no 
effect  in  regard  to  cost  of  production,  but  to  diminish  it  ? 
Are  no  causes  of  an  opposite  character  brought  into  opera- 
tion by  the  same  progress,  sufficient  in  some  cases  not  only 
to  neutralize  but  to  overcome  the  former,  and  convert  the 
descending  movement  of  cost  of  production  into  an  ascend- 
injy  movement  ?  We  are  ali-eadv  aware  that  there  are  such 
causes,  and  that,  in  the  case  of  the  most  important  classes  of  ■ 
commodities,  food  and  materials,  there  is  a  tendency  dia-  ' 
metrically  opposite  to  that  of  which  we  have  been  speaking. 
The  cost  of  production  of  these  commodities  tends  to  in- 
crease. 

This  is  not  a  property  inherent  in  the  commodities 
theniBelves.  If  popnlation  were  stationary,  and  the  pnnl- 
uce  of  the  earth  never  needed  to  be  augmented  in  quan- 
tity, there  would  be  no  canse  for  greater  cost  of  production. 
Mankind  would,  on  the  contrary,  have  the  full  benefit  of  all  ■ 
improve tnents  in  agrienltnre,  or  in  the  arts  snbsidiary  to  it, 
and  there  would  be  no  diBerence,  in  this  respect,  between 
the  products  of  agriculture  and  those  of  manufactureSi 
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The  only  products  of  industry  whicii,  if  population  did  not 
increase,  would  be  liable  to  a  real  iucrease  of  cost  of  pro- 
duction j  are  those  whichj  depending  on  a  material  wliicli  is 
not  renewed,  are  either  wholly  or  paitially  exliau«tible ; 
such  as  coal,  and  nio^t  if  not  all  luetak  ;  for  even  irou,  the 
nimt  abundant  as  well  as  most  useful  of  mctuUic  products, 
which  forms  au  ingredient  of  most  minerals  and  of  almost 
all  rock.^,  is  susceptible  of  exhaustioo  so  far  as  regards  its 
richest  and  most  tractable  ores. 

When,  however,  population  inereaaes,  as  it  haa  never  yet 
failed  to  do  when  tlie  increase  of  industry  and  of  the  means 
of  subsistence  made  room  for  it,  the  demand  for  most  of  the 
productions  of  the  earth,  and  particularly  for  food,  increases 
in  a  corresponding  i)roi>ortiou.     And  then  comes  into  eiieet 
that  fundamental  law  of  production  from  the  soilj  on  which 
we  have  so  frequently  liad  occasion  to  expatiate ;  the  law, 
that  increased  labour,  in  any  given  state  of  agricultural  a^^^'   vJ 
skill,  is  atteuded  %vith  a  less  than  propertioual  increase  of     ^*^*"* 
produce.     Tbe  cost  of  production  of  the  fruits  of  the  earth        .^V^ 
increases,  eceteris  paribus,  with  every  increase  of  the  de- 
mand. 

No  tendency  of  a  like  kind  exists  with  respect  to  manu* 
factured  articles,  Tlie  tendency  is  in  the  contrary  direction. 
The  larger  the  scale  on  which  manufacturing  operations  are 
carried  on,  the  more  cheaply  they  can  in  general  be  per- 
formed.  Mr.  Senior  has  gone  the  length  of  enunciating  as  an 
inherent  law  of  manufacturing  industry,  that  in  it  increased 
production  takes  place  at  a  smaller  cost,  while  in  agricul- 
tural industry  increased  production  takes  place  at  a  greater 
cost.  I  cannot  think,  however,  that  even  in  manufactures, 
incresused  cheapness  follows  increased  production  by  any- 
thing amounting  to  a  law.  It  is  a  probable  and  usual,  but 
not  a  necessary,  consequence. 

As  manufactni-es,  however,  depend  for  their  materials 
either  upon  agriculture,  or  mining,  or  the  spontaneous  prod- 
uce of  the  earth,  manufacturing  industry  is  subject,  in 
respect  of  one  of  its  essentials,  to  tbe  same  law  as  agricul- 
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ture,  Bnt  tlie  crude  material  generally  forms  bo  small  a 
portion  of  the  total  cost,  that  any  tendency  which  may  exist 
to  a  progressive  increase  in  that  single  item,  is  much  over- 
balanced by  the  diminution  continually  taking  place  in  all 
the  other  elements  ;  to  which  diminution  it  is  impossible  at 
present  to  assign  any  limit. 

Tlie  tendency,  tbeiij  being  to  a  perpetual  increase  of  the 
productive  power  of  labour  in  manufactures,  while  in  agri* 
culture  and  niining  tljere  is  a  conflict  between  two  tenden- 
cies, the  one  towards  an  increase  of  productive  power,  the 
other  towards  a  diminution  of  it,  the  cost  of  production 
being  lessened  by  every  improvement  in  the  pi'ocesses,  and 
augmented  by  every  addition  to  population  ;  it  follows  that 
the  exchange  values  of  manufactured  articles,  compared 
with  the  products  of  agriculture  and  of  mines,  have,  as 
population  and  industry  advance,  a  certain  and  decided 
tendency  to  fall.  Money  being  a  product  of  mines,  it  may 
also  be  laid  down  as  a  rule,  that  manufactured  articles 
tend,  as  society  advances,  to  fall  in  money  price.  Tlie 
industrial  history  of  modem  nations,  especially  during  the 
last  hundred  years,  fully  bears  out  this  assertion. 

§  3.  Whether  agiicultural  produce  increases  in  absolute 
as  well  as  comparative  cost  of  production,  depends  on  the 
conflict  of  the  two  antagonist  agencies,  increase  of  popular 
tion,  and  improvement  in  agricultural  skill.  In  some,  per- 
haps in  most,  states  of  society,  (looking  at  the  whole  surface 
of  the  earth,)  both  agricultural  skill  and  population  are  either 
stationary,  or  increase  very  slowly,  and  the  cost  of  pixiduc- 
tion  of  food,  therefore,  is  nearly  stationary.  In  a  society 
which  is  advancing  in  wealth,  population  generally  in- 
creases faster  than  agricultural  skill,  and  food  consequently 
tends  to  become  more  costly ;  but  thei*e  are  times  when  a 
strong  impulse  sets  in  towards  agricultural  improvement. 
Such  an  impulse  has  shown  itself  in  Great  Britain  during 
the  last  fifteen  or  twenty  years.  In  England  and  Scotland 
agricultural  skill  has  of  late  increased  considerably  faster 
than  population^  insomuch  that  food  and  other  agricultural 
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prcxlurc,  natwlthstaiidiiig  tht:  increase  of  people,  can  be 
grown  at  less  cost  than  they  were  thirty  years  ago :  and  the 
abolition  of  the  Corn  Laws  has  given  an  additional  Btinnilus 
to  the  spirit  of  improvement.  In  some  other  coQiitries,  and 
particularly  in  France,  the  improvenient  of  agricultnre 
gains  gronnd  still  more  decidedly  upon  population,  because 
though  agricniturej  except  in  a  few  provinces,  advances 
slowlvj  population  fidvances  still  more  slowly,  and  even 
with  increasing  slowness  ;  its  growth  being  kept  down^  not 
by  poverty,  which  is  diniinishingj  bnt  by  prudence. 

Which  of  the  two  conflicting  agencies  is  gaining  upon 
the  other  at  any  particular  time,  might  be  conjectured  ^ith 
tolerable  accuracy  from  the  money  price  of  agricultural 
produce  (supposing  bullion  not  to  vary  materially  in  value), 
provided  a  sufficient  number  of  years  could  be  taken,  to 
form  an  average  independent  of  the  iluctuations  of  seasons. 
This,  however,  is  hardly  practicable,  since  Mr.  Tooke  has 
shown  that  even  so  long  a  period  as  half  a  century  may  in- 
clude a  much  greater  proportion  of  abundant  and  a  smaller 
of  deficient  seasons,  than  is  properly  due  to  it,  A  mere 
average,  therefore,  might  lead  to  conclusions  only  the  more 
misleading,  for  their  deceptive  semblance  of  accuracy.  There 
would  hix  less  danger  of  error  in  taking  the  average  of  only 
a  small  number  of  years,  and  correcting  it  by  a  conjectural 
allowance  for  the  character  of  the  seasons,  than  in  trusting 
to  a  longer  average  without  any  such  correction.  It  is 
hardly  necessary  to  add,  that  in  founding  conclusions  on 
quoted  prices,  allowance  must  also  be  made  as  far  as  possi- 
ble for  any  changes  in  the  general  exchange  value  of  the 
precious  metals,* 


I  4.  Thus  far,  of  the  effect  of  the  progress  of  society  on 
the  permanent  or  average  values  and  prices  of  commodities. 
It  remains  to  be  considered,  in  wliat  manner  the  same  prog* 

•  A  still  letter  criterion,  perhaps,  than  that  suggested  in  the  text,  would  he 
the  increase  or  diminution  of  the  amount  of  the  kbourer^s  wogea  estimated  in 
agricultural  produce. 
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ress  affects  tlieir  fliietuations.  Concerning  the  answer  to 
tliis  question  there  can  be  no  doubt.  It  tends  in  a  very 
high  degree  to  diitiini&h  them. 

In  poor  and  backward  societies,  as  in  tlie  East,  and  in 
Enrope  during  the  middle  ages,  extraordinary  differences  in 
the  price  of  the  same  commodity  might  exist  in  places  not 
very  distant  from  each  other,  because  the  want  of  roads  and 
canalsj  the  imperfection  of  marine  navigation,  and  the  inse- 
curity of  communications  generally,  prevented  things  from 
being  transported  from  the  places  where  they  were  cheap 
to  those  where  they  were  dear*  The  things  most  liable  to  fluc- 
tuations in  value,  those  directly  influenced  by  the  seasons, 
and  especially  food,  were  seldom  eaiTied  to  any  great  dis* 
tances.  Each  locality  depended,  as  a  general  rule,  on  its  own 
produce  and  that  of  its  immediate  neighbourhood.  In  most 
years,  accordingly,  there  was,  in  some  part  or  other  of  any 
large  conntry,  a  real  dearth.  Almost  every  season  must  he 
nnpropitious  to  some  among  the  many  soils  and  climates  to 
be  found  in  an  extensive  tract  of  country;  but  as  the  same 
season  is  also  in  general  more  than  ordinarily  favourable  to 
others,  it  is  only  occasionally  that  the  aggregate  produce  of 
the  whole  country  is  deficient,  and  even  then  in  a  leas 
degree  than  that  of  many  separate  portions ;  while  a  defi- 
ciency at  all  considerable,  extending  to  the  whole  world,  is  a 
thhig  almost  unknown.  In  modem  times,  therefore,  there  I 
is  only  dearth,  where  there  formerly  would  have  been  " 
famine,  and  sufficiency  everywhere  when  anciently  there 
wonld  have  been  scarcity  in  some  places  and  superfluity  in 
others. 

The  same  change  has  taken  place  with  respect  to  all 
otlier  articles  of  commerce.  The  safety  and  cheapness  of 
CDtnmnnications,  which  enable  a  deficiency  in  one  place  to 
he  supplied  from  the  Burplus  of  another,  at  a  moderate  or 
even  a  small  advance  on  the  ordinary  price,  render  the  fluc- 
tuations of  prices  much  less  extreme  than  formerly.  This 
effect  is  much  promoted  by  the  esiatence  of  large  capitals, 
belonging  to  what  are  called  speculative  mercliants,  whose 
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biisinees  it  ia  to  biij  goodt^  in  order  to  resell  tliem  at  a  profit. 
These  dealej^s  naturally  buying  tliiogs  when  they  are 
cheapest^  and  storing  them  up  to  be  brought  again  into  the 
market  when  the  price  has  become  unu&ually  high  ;  the  ten- 
dency of  their  operations  is  to  equalize  price,  or  at  least  to 
moderate  its  inequalities.  The  prices  of  things  are  neither 
so  mucli  depressed  at  one  timej  nor  so  much  raised  at 
anotherj  as  they  would  be  if  speculative  dealers  did  not 
exist. 

Speculators,  therefore,  have  a  highly  useful  office  in  the 
economy  of  society  ;  and  (contraiy  to  common  opinion)  the 
most  useful  portion  of  the  class  are  those  who  speculate  in 
coBiiiiodities  affected  by  the  vicissitudes  of  seasons.  If  there 
were  no  corn  dealers,  not  only  would  the  price  of  corn  be 
liable  to  variations  much  more  extreuie  than  at  present,  but 
in  a  deficient  season  the  necessary  supplies  might  not  be 
forthcoming  at  all  Unless  there  were  speculators  in  corn, 
or  unless,  in  default  of  dealers,  the  farmei's  Ijecame  specula- 
tors, the  price  in  a  season  of  abundance  would  fall  witliout 
any  limit  or  check,  except  the  wasteful  consumption  tltat 
would  invariably  foOow-,  That  any  part  of  the  surplus  of 
one  year  remains  to  supply  the  deficiency  of  another,  is 
owing  either  to  farmers  who  withhold  corn  from  the  market, 
or  to  dealers  who  buy  it  when  at  the  cheapest  and  lay  it  up 
in  store. 

§  5.  Among  persons  who  have  not  much  considered 
the  subject,  there  is  a  notion  that  the  gains  of  Bpeculators 
are  often  made  by  causing  an  artificial  scarcity  ;  that  they 
create  a  high  price  by  their  own  purchases,  and  then  profit 
by  it.  This  nuxy  easily  be  shown  to  be  fallacious.  If  a 
corn-dealer  makes  purchases  on  speculation,  and  produces  a 
rise,  when  there  is  neither  at  the  time  nor  afterwards  any 
cause  for  a  rise  of  price  except  his  own  proceedings ;  he  no 
dou!)t  appears  to  grow  riclier  as  long  as  his  purchases  con- 
tinue, because  he  is  a  holder  of  an  article  which  is  quoted  at 
a  higher  and  higher  price :  but  this  apparent  gain  only 
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seems  witliin  his  reach  so  long  aa  he  does  not  attempt 
reahze  it.  If  he  has  boughtj  for  instance,  a  million  of 
quarters,  and  bj  withholding  them  from  the  market,  lias 
raised  the  price  ten  shillings  a  quarter  ;  just  so  inoeh  as  the 
price  has  been  raised  by  witlidrawing  a  million  qtiartersj  will 
it  be  lowered  by  bringing  them  back,  and  the  best  tliat  he  can 
hope  is  that  he  will  lose  nothing  except  interest  and  his  ex- 
penses. If  by  a  gradual  and  cautious  sale  he  is  able  to 
i*ealize,  on  some  portion  of  his  stores,  a  paii  of  the  increased 
price,  so  also  he  will  undoubtedly  have  had  to  pay  a  part 
of  that  price  on  some  portion  of  hia  purchases.  Ho  runs 
considerable  risk  of  incurring  a  still  greater  loss ;  for  the  ■ 
temporary  high  piice  is  %"ery  likely  to  have  tempted  others, 
who  had  no  share  in  causing  it,  and  who  might  otherwise 
not  have  found  their  way  to  this  market  at  all,  to  bring 
their  com  there,  and  intercept  a  part  of  the  advantage.  So 
that  instead  of  profiting  by  a  scarcity  caused  by  himself,  he 
is  by  no  means  unlikely,  after  buying  in  an  average  market, 
to  be  forced  to  sell  in  a  superabundant  one. 

As  an  individual  si3eeulator  cannot  gain  by  a  rise  of 
price  solely  of  his  own  creating,  so  neither  can  a  number  of 
speculators  gain  collectively  by  a  rise,  which  their  opera- 
tions have  artificially  produced.  Some  among  a  number  of 
speculators  may  gain,  by  superior  judgment  or  good  fortune 
in  selecting  the  time  for  realizing,  but  they  make  this  gain 
at  the  expense,  not  of  the  consumer,  but  of  the  other  specu- 
lators who  are  less  judicious.  They,  in  tact,  convert  to  their 
own  benefit  the  high  price  produced  by  the  speculations  of  ■ 
the  others,  leaving  to  these  the  loss  resulting  from  tlie  recoil. 
It  is  not  to  be  denied,  therefore,  tliat  speculators  may  enricli 
tliemselves  by  other  people's  loss.  But  it  is  by  the  losses  ■ 
of  other  speculators.  As  much  must  have  been  lost  by  one 
set  of  dealei^  as  is  gained  by  another  set. 

When  a  apeculation  in  a  commodity  proves  profitable  to 
the  speculators  as  a  body,  it  is  because  in  the  interval  be- 
tween their  buying  and  reselling,  the  price  rises  from  some 
cause  independent  of  them,  their  only  connection  with  it 
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consiBting  in  having  foreseen  it.  lo  lliis  case,  their  pur- 
chases make  the  priee  begin  to  rise  sooner  thau  it  otherwise 
would  doj  thus  spreading  the  privatiim  of  the  coEsumers 
over  a  longer  period,  hut  mitigating  it  at  tlie  time  of  its 
greatest  height :  evidently  to  the  general  advantage.  In 
this,  however^  it  is  assumed  that  they  have  not  overrated 
the  rise  wliieh  they  looked  forward  to.  For  it  often  hap- 
pens that  speetilative  purchases  are  made  in  the  expectation 
of  some  increase  of  demand,  or  deficiency  of  supply,  whidi 
after  all  does  not  occur,  or  not  to  the  extent  wdiieh  the 
speculator  expected.  In  that  case  the  speculation,  instead 
of  moderating  fluctuations,  has  caused  a  fluctuation  of  price 
which  otherwiBe  would  not  have  happened,  or  aggravated 
one  %vhich  would.  But  in  that  case  the  speculation  is  a 
losing  one,  to  the  speculators  collectively,  however  much 
some  individuals  may  gain  by  it  All  that  part  of  the  rise 
of  price  by  which  it  exceeds  what  there  are  independent 
grounds  for,  cannot  give  to  the  speculators  as  a  body  any 
benefit,  since  the  price  is  as  much  depressed  by  their  sales 
as  it  was  raised  by  their  purchases ;  and  while  tbey  gain 
nothing  by  it,  they  lose,  not  ouly  their  trouble  and  expen- 
ses, but  almost  always  much  more,  through  the  eflFeets 
incident  to  the  artificial  rise  of  price,  in  checking  consump- 
tion, and  bringing  forw^at'd  supplies  from  unforeseen  quarters. 
The  operations,  therefore,  of  speculative  dealers,  are  useful 
to  the  public  whenever  profitable  to  themselves ;  and 
though  they  are  sometimes  injmious  to  the  pnblie,  by 
heightenijig  the  fluctuations  which  their  more  usual  office  is 
to  alleviate,  yet  whenever  this  happens  the  speculators  tuv 
the  greatest  losers.  The  interest,  in  short,  of  the  specula 
tors  as  a  body,  coincides  with  the  interest  of  the  public  ;  and 
as  they  can  only  fail  to  serve  the  public  interest  in  propor- 
tion as  they  miss  their  ow^n,  the  best  way  to  promote  the 
one  is  to  leave  them  to  pursue  the  other  in  perfect  freedom. 
I  do  not  deny  that  specidators  may  aggravate  a  local 
scarcity.  In  collecting  corn  from  the  villages  to  supply 
the  towns,  they  make  the  dearth  penetrate  into  nooks  and 
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comers  wliich  miglit  otherwrise  have  e^aped  from  bearing 
their  share  of  it.  To  buy  and  resell  in  the  same  place,  ■ 
tends  to  alleviate  scarcity  :  to  buy  in  one  place  and  resell 
in  another,  may  increase  it  in  the  former  of  the  two  places, 
but  relieves  it  in  the  latter,  where  the  price  is  higher,  and 
which  theretbre,  by  the  very  supposition,  is  likely  to  be 
guffering  more.  And  these  sufleriugs  always  fall  hardest 
on  the  poorest  consumers,  since  the  rich,  by  outbidding, 
can  obtain  their  accustomed  supply  undiminished  if  they 
cbooee.  To  no  persons,  thereforej  are  the  operations  of 
eom-dcalers  on  the  whole  so  beneficial  as  to  the  poor. 
Accidentally  and  exceptionally,  the  poor  may  suffer  from 
them  :  it  might  sonietimes  be  more  advantageous  to  the 
rural  poor  to  have  corn  cheap  in  winter,  when  they  are 
entirely  dependent  on  it,  even  if  the  consequence  were  a 
dearth  in  spring,  when  they  can  perhaps  obtain  partial 
substitutes.  But  there  are  no  substitutes,  procurable  at 
that  season,  which  serve  in  any  great  degree  to  replace  ■ 
bread-corn  as  the  chief  aiiicle  of  food ;  if  there  were,  its 
price  would  fall  in  the  spring,  instead  of  continuuig,  as  it 
always  does,  to  rise  till  the  approach  of  harvest. 

Tliere  is  an  opposition  of  immediate  interest,  at  the 
moment  of  sale,  between  the  dealer  in  con]  and  the  con- 
sumer, as  there  always  is  between  the  seller  and  the  bnyej- : 
and  a  time  of  dearth  being  that  in  which  the  speculator 
makes  his  largest  profits,  he  is  an  object  of  dislike  and  jeal- 
ousy at  that  time,  to  those  who  are  suffering  while  he  is 
gaining-  It  is  an  error,  however,  to  suppose  tliat  the  corn- 
dealer's  business  affords  hira  any  extraordinary  profit ;  he 
makes  his  gains  not  constantly,  but  at  particular  times,  and 
they  must  therefore  occasionally  be  great,  but  the  chances 
of  profit  in  a  business  in  which  there  is  so  much  com- 
petition, cannot  on  the  whole  be  greater  than  in  other 
employments.  A  year  of  scarcity,  in  which  great  gains  are 
made  by  corn -deal ei^,  rarely  comes  to  an  end  without  a 
recoil  which  places  many  of  them  in  the  list  of  banknipts* 
Hiere  have   been   few  more  promising  seasons  for  com- 
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dealers  than  tlie  year  1847,  and  seldoiii  was  tliere  a  greater 
break-up  among  the  speculators  than  in  tlie  autnnm  of  tliat 
year*  The  chances  of  faihire,  in  this  most  precarious  trade, 
are  a  set-ofi'  against  great  occasional  profits.  If  the  corn- 
dealer  were  to  sell  his  stores,  during  a  dearth j  at  a  lower 
price  than  that  which  the  competition  of  tlie  consumers 
assigns  to  him,  he  wonld  make  a  sacrifice,  to  charity  or 
philanthropy,  of  the  fan*  profits  of  his  cmploymentj  wliich 
may  be  quite  as  reasonably  required  from  aiij^  other  person 
of  equal  means.  His  business  being  a  useful  one,  it  is  the 
interest  of  the  public  that  tlie  ordinary  motives  should  exist 
for  carrying  it  on,  and  that  neither  law  nor  ojnnion  should 

I  prevent  an  operation  beneficial  to  the  public  from  being 
attended  with  as  much  private  advantage  as  is  compatible 
with  full  and  free  competition. 

I  It  appears,  then,  that  the  fluctuations  of  values  and 

prices  arising  from  variations  of  supply,  or  from  alterations 
in  real  (as  distinguished  from  speculative)  demand,  may  be 
expected  to  become  more  moderate  as  society  advances. 
With  regard  to  those  which  arise  from  miscalculation,  and 
especially  from  the  alternations  of  undue  expansion  and 
excessive  contraction  of  credit,  which  occupy  so  eouspicuons 
a  place  among  commercial  phenomena,  the  same  thing  can- 
not be  affirmed  with  equal  confidence.  Such  vicissitudes, 
beginning  with  irrational  speculation  and  ending  with  a  com- 
mercial crisis,  have  not  hitherto  become  either  less  frequent 
or  less  violent  with  the  growth  of  capital  and  extension  of 
industry.  Rather  they  may  be  said  to  have  become  more 
so :  in  consequence,  as  is  often  said,  of  increased  com- 
petition ;  but,  as  I  prefer  to  say,  of  a  low  rate  of  profits 
and  interest,  which  makes  capitalists  dissatisfied  with  the 
ordinary  course  of  safe  mercantile  gains.  The  connexion 
of  this  low  rate  of  profit  with  the  advance  of  population 
and  accumulation,  is  one  of  the  points  to  be  illustrated  in 
the  ensuing  chapters. 
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CHAPTER  in, 

"OFLir^CT  OF  THE  PROOB^S  OF  IXDrSTRY  AND  POFULATIOK, 
OX  BENTS,  PBOFrrS,  AND  WAGEa 


§  1.  Continuing  the  inquirj  into  the  nature  of  the 
economical  changes  taking  place  in  a  society  which  is  in  a 
Btate  of  indastrial  prepress,  we  shall  next  consider  what  is 
the  effect  of  that  progress  on  the  distribution  of  the  produce 
among  the  varions  classes  who  share  in  it.  We  may  confine 
onr  attention  to  the  system  of  distribntion  which  is  the  most 
complex,  and  which  virtually  includes  all  others — ^that  in 
which  the  produce  of  mannfaetores  is  shared  between  two 
classes,  labourers  and  capitalists,  and  the  produce  of  agri- 
culture among  three,  labourers,  capitalists,  and  landlords. 

The  characteristic  features  of  what  is  comnionly  meant 
l>y  industrial  progress,  resolve  themselves  mainly  into  three, 
increase  of  capital,  increase  of  population,  and  improvements 
in  prodnction ;  understanding  the  last  expression  in  its 
widest  sense,  to  include  the  process  of  procuring  com- 
modities from  a  distance,  as  welt  as  that  of  producing 
them.  The  other  clianges  which  take  place  are  cliiefly 
consequences  of  these ;  as,  for  example,  the  tendency  to  a 
progressive  increase  of  the  cost  of  production  of  food ; 
arising  from  an  increased  demand,  which  maybe  occasioned 
either  by  increased  population,  or  by  an  increase  of  capital 
and  wages,  enabling  the  poorer  classes  to  increase  their 
consumptvm.  It  will  be  convenient  to  set  out  by  cou- 
s/derfng  each  of  the  three  cau&ea,  8j&  operating  separately 
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after  wlii<']i  we  can  suppose  tlieiii  combined  in  any  nianner 
we  think  fit. 

Let  ns  first  suppose  that  popnUiti(>ii  mcreases^  capital 
and  the  arts  of  production  remaining  Btatioiiarj.  One  of 
the  etfects  of  this  change  of  circumstances  is  sTifficicntly 
obvious ;  wages  will  fall ;  the  labouring  class  will  be  reduced 
to  an  inferior  condition.  The  state  of  the  capitalist,  on 
the  contrary,  will  be  improved.  With  the  same  capital^  he 
can  purchase  more  labour,  and  obtain  more  produce.  His 
rate  of  profit  is  increased.  The  depcndeuee  of  the  rate  of 
profits  on  the  cost  of  labour  is  here  verified ;  for  the 
labourer  obtaining  a  diminished  quantity  of  commodities, 
and  no  alteration  being  supposed  in  the  circumstances  of 
their  production,  the  diuiinished  quantity  represents  a 
diminished  cost.  The  labourer  obtains  not  only  a  smaller 
real  reward,  but  the  product  of  a  smaller  quantity  of  labour. 
The  fii'st  circumstance  is  the  important  one  to  himself,  tlie 
last  to  his  employer- 
Nothing  has  occurred,  thus  far,  to  afiect  in  any  way  the 
value  of  any  commodity  ;  and  no  reason,  therefore,  has  yet 
shown  itself,  why  rent  should  be  either  raised  or  lowered. 
But  if  w^e  look  tbrward  another  stage  in  the  series  of  efiects, 
we  may  see  our  way  to  such  a  consequence.  The  labourers 
have  increased  in  numbers :  their  condition  is  reduced  in 
the  same  proportion ;  the  increased  numbers  divide  among 
them  only  the  produce  of  the  saine  amount  of  labour  as 
before.  But  they  may  economize  in  their  other  comfr^rts, 
and  not  in  their  tbod  :  each  may  consume  as  much  fuod, 
and  of  as  costly  a  quality,  as  previously  ;  or  they  may 
submit  to  a  reduction,  but  not  in  proportion  to  the  in- 
crease of  numbers.  On  this  supposition,  notwithstanding 
the  diminution  of  real  wages,  the  increased  population  will 
require  an  increased  quantity  of  food.  But  since  industrial 
skill  and  knowledge  are  supposed  to  be  stationar}',  more 
food  can  only  be  obtained  by  resorting  to  worse  land,  or  to 
metliods  of  cultivation  which  are  less  productive  in  propor- 
tion to  the  outlay.    Capital  for  this  extcndou  ^^i  ^t^f\t\il\ia:^ 
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Will  not  be  wanting ;  for  thooglij  by  hypothesis,  no  addition 
takes  place  to  the  capital  in  existence,  a  sufficient  aniount 
can  be  spared  from  the  indiiBtry  which  previously  supplied 
tlie  other  aud  less  pressing  wants  which  the  labourers  have 
bcea  obliged  to  curtaiL  The  additional  supply  of  food, 
therefore,  will  be  produced,  but  produced  at  a  greater  cost ; 
and  the  exchange  value  of  agricultural  produce  must  rise. 
It  may  be  objected,  that  profits  having  risen,  the  extra  cost 
of  producing  food  can  be  defrayed  from  profits,  without  any 
increase  of  price.  It  could,  undoubtedly,  but  it  will  not ; 
because  if  it  did,  the  agriculturist  would  be  placed  in  an 
inferior  position  to  other  capitalists.  The  increase  of 
profits,  being  the  effect  of  diminished  wages,  is  common  to 
all  employers  of  labour.  The  increased  expenses  arising 
from  the  necessity  of  a  more  costly  cultivation,  affect  the 
agriculturist  alone.  For  this  peculiar  biuthen  he  must  be 
peculiarly  compensated,  whether  the  general  rate  of  profit  be 
high  or  low.  He  will  not  submit  indefinitely  to  a  deduction 
fi-om  his  profits,  to  whicb  other  capitalists  are  not  subject. 
He  will  not  extend  his  cultivation  by  laying  out  fresh 
capital,  imless  for  a  return  sufiicient  to  yield  him  as  high  a 
profit  as  could  be  obtained  by  the  same  capital  in  other 
invefitments.  The  value,  therefore,  of  his  comraodity  will 
rise,  and  rise  in  proportion  to  the  increased  cost  The  far- 
mer will  thus  be  indemnified  for  the  burthen  %vhich  is 
peculiar  to  himself,  and  will  also  enjoy  the  augmented  rate 
of  profit  which  is  common  to  all  capitalists. 

It  follows,  from  principles  with  which  we  are  already 
familiar,  that  in  these  circumstances  rent  will  rise.  Any 
land  can  aftbrd  to  pay,  and  under  free  competition  will  pay, 
a  rent  equal  to  the  excess  of  its  produce  above  the  return  to 
an  equal  capital  on  the  worst  land,  or  under  the  least  fa- 
vourable conditions.  Whenever,  therefore,  agriculture  is 
driven  to  descend  to  worse  land,  or  more  onerous  processes, 
rent  rises.  Its  rise  will  be  twofold,  for,  in  the  first  place, 
rent  in  kind,  or  corn  rent,  will  rise;  and  in  the  second, 
eince  the  value  of  agricultural  produce  has  also  risen,  rent, 
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estimated  in  maiiufactin'ed  or  foreign  coiiimodities  (wliich  is 
representeil  cwi^/is  parlhus  by  money  rent),  will  rise  still 
iiioi^e. 

Tiie  steps  of  the  process  (if,  after  what  has  been  formerly 
said,  it  is  necessary  to  ri^trat-e  them)  are  as  follows.  Corn 
rises  in  price,  to  repay  with  tlie  ordinary  profit  the  capital 
required  for  producing  additional  corn  on  worse  land  or  hr 
more  costly  processes.  So  laj'  as  regards  tliis  additional 
conij  the  increased  price  is  but  an  equivalent  for  the  ad* 
ditional  exjiensp  ;  but  the  rise,  extending  to  all  corn,  affords 
on  all,  except  tlie  last  produced,  an  extra  profit.  If  the  far- 
mer was  accustomed  to  produce  100  quarters  of  wheat  at 
40^,,  and  120  quarters  are  now  required,  of  which  the  last 
twenty  cannot  be  produced  under  45^.,  he  obtains  the  extra 
five  shillings  on  the  entire  120  quarters,  and  not  on  the  last 
twenty  alone.  He  has  thus  an  extra  25^,  beyond  the 
ordinary  profits,  and  this,  in  a  state  of  free  competition,  he 
will  not  be  able  to  retain.  He  cannot  however  be  com- 
pelled to  give  it  up  to  the  consumer,  since  a  less  price  than 
45§.  would  be  inconsistent  with  the  production  of  the  last 
twenty  quarters.  The  price,  then,  will  remain  at  45s,,  and 
tlie  25Z,  will  be  transferred  by  competition  not  to  tlie  con- 
sumer but  to  the  landlord.  A  rise  of  rent  is  therefore 
inevitably  consequent  on  an  increased  demand  for  agricul- 
tural produce,  when  unaccompanied  by  increased  facilities 
for  its  production,  A  truth  wliich,  after  this  final  illus- 
tration, we  may  lieneeforth  take  for  gi'anted. 

The  new  element  now  introduced^ — an  increased  demand 
far  food — besides  occasioning  an  increase  of  rent,  still  fur- 
ther disturbs  the  distribution  of  the  produce  between 
capitaJists  and  labourers.  The  increase  of  population  will 
have  diminished  the  reward  of  labour :  and  if  its  cost  is 
diminished  as  greatly  as  its  real  remuneration,  profits  will 
be  increased  by  the  full  amount.  If,  however,  the  increase 
of  population  leads  to  an  increased  production  of  food, 
which  cannot  be  supplied  !)tit  at  an  enhanced  cost  of  pro- 
duction, tho  cost  of  labour  will  not  be  so  much  diminished 
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as  tlie  real  reward  of  it,  and  profits,  therefore^  will  not  be  8tf 
mucb  raised.  It  m  even  poasible  that  they  might  not  be 
raised  at  all.  The  labourers  may  previously  have  been  so 
well  provided  for,  that  the  whole  of  what  they  now  lose 
may  be  gtmek  off  from  their  other  indulgenceSj  and  they 
may  not,  either  by  necessity  or  choice,  undergo  any  re- 
duction in  the  quantity  or  quality  of  their  food.  To  pro- 
dace  the  food  fur  the  increased  number  may  be  attended 
with  such  an  increase  uf  e^^nse,  that  wages,  though  reduced 
in  quantity,  may  represent  as  great  a  cost,  may  be  the  prod- 
net  of  as  much  labour,  as  before,  and  the  capitalist  may 
not  be  at  all  benefited.  On  this  supposition  the  loss  to  the 
labourer  is  partly  absorbed  in  the  additional  labour  required 
for  producing  the  last  instalment  of  agricultural  produce ; 
and  the  remaioder  is  gained  by  the  landlord,  the  only  sharer 
who  always  benefits  by  an  increase  of  population* 
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I  2,  Let  us  now  reverse  our  hypotliesis,  and,  instead 
of  supposing  capital  stationary  and  population  advancing, 
let  ns  suppose  capital  advancing  and  population  stationaiy ; 
the  facilities  of  production,  both  natural  and  acquired, 
being,  as  before,  unaltered.  The  real  wages  of  labour, 
instead  of  tailing,  will  now  rise ;  and  since  the  cost  of  pro- 
duction of  the  things  consumed  by  the  labourer  is  not  dimin- 
ished, tliis  rise  of  wages  implies  an  equivalent  increase  of 
the  cost  of  labour,  and  diminution  of  profits.  To  state  the 
same  deduction  iu  other  terms ;  the  labourers  not  being 
more  numerous,  and  the  productive  power  of  their  labour 
being  only  the  same  as  before,  there  is  no  increase  of  the 
produce ;  the  increase  of  wages,  therefore,  must  be  at  the 
charge  of  the  capitalists.  It  is  not  impossible  that  the  cost  ■ 
of  labour  might  be  increased  in  even  a  greater  ratio  than  its 
real  remuneration.  Tlie  improved  condition  of  the  labourei^ 
may  increase  the  demand  for  food.  The  laboui*ers  may  ■ 
have  been  so  ill  off  before,  as  not  to  have  food  enough  ;  and 
may  now  consume  more ;  or  they  may  choose  to  expend 
their  increased  means  partly  or  wholly  in  a  more  costly 
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quality  of  food,  reqiiiring  more  labour  and  more  land; 
wheat,  for  example,  instead  of  oats  or  potatoes.  This  ex- 
tension of  agriculture  implies,  as  usual ,  a  greater  cost  of 
production  and  a  higher  pric^e,  so  that  besides  the  increase 
of  the  cost  of  labour  arising  from  the  increase  of  its  reward, 
there  will  be  a  further  increase  (and  an  additional  fall  of 
profits)  from  the  increased  costliness  of  the  commodities  of 
which  that  reward  consists*  The  same  causes  will  produce 
a  rise  of  rent.  What  t!ie  capitalists  lose,  above  what  the 
labourers  gain,  is  partly  transferred  to  the  landlord,  and 
partly  swallowed  up  in  the  cost  of  growing  food  on  worse 
land  or  by  a  less  productive  process. 

§  3.  Having  disposed  of  the  two  simple  caaes,  an  in- 
creasing population  and  stationary  capital,  and  an  increasing 
capital  and  stationary  population,  we  are  i>repared  to  take 
into  consideration  the  mixed  case,  in  which  the  two  elements 
of  expansion  are  combined,  both  population  and  capital  in- 
creasing. If  either  element  inci'eases  faster  than  the  other, 
the  case  is  so  far  assimilated  with  one  or  other  of  the  two 
preceding :  we  shall  suppose  them,  therefore,  to  increase 
wdth  equal  rapidity ;  the  test  of  equality  being,  that  each 
labourer  obtains  the  same  commodities  as  before,  and  the 
flauie  quantity  of  those  commodities.  Let  us  examine  what 
will  be  the  effect,  on  rent  and  profits,  of  this  double  prog- 
ress. 

Population  having  increased,  without  any  falling  off  in 
the  labourers  condition,  there  is  of  course  a  demand  for 
more  food.  The  arts  of  production  being  supposed  station- 
ary,  this  food  must  be  produced  at  an  increased  cost-  To 
compensate  for  this  greater  cost  of  the  additional  food,  the 
price  of  agriculttiral  produce  must  rise.  The  rise  extending 
over  the  whole  amount  of  food  produced,  though  the  in- 
creased expenses  only  apply  to  a  part,  there  is  a  greatly 
increased  extra  profit,  which,  by  competition,  is  transferred 
to  the  landlord.  Rent  will  rise,  both  m  quantity  of  produce 
and  in  cost ;  while  wages,  being  supposed  to  be  the  same 
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in  qtiantity,  will  be  greater  in  cost,  Tlie  laboiirer  obtaining 
the  same  amount  of  necessaries,  money  wages  have  risen ; 
and  a!3  tbe  rise  is  common  to  all  branches  of  prochiction,  the 
capital ibt  cannot  indemnify  himself  by  changing  his  em- 
ploymentj  and  the  lo6s  must  be  borue  by  profits. 

It  appears,  then,  tliat  the  tendency  of  an  increase  of 
capital  and  population  is  to  add  to  rent  at  the  expense  of 
profits :  though  rent  does  not  gain  all  that  profits  lose,  a 
pnrt  being  absorbed  in  increased  expenses  of  productiun,  that 
is,  in  hiring  or  feeding  a  greater  number  of  labourers  to  obtain 
a  given  amount  of  agricultural  produce.  By  profits,  must 
of  coulee  be  imdenstood  the  rate  of  profit ;  for  a  lower  rate 
of  profit  on  a  larger  capital  may  yield  a  hirger  gross  j>ri>flt, 
considered  absolutely,  tlioiigh  a  smaller  in  proportion  to  the 
entire  produce. 

This  tendency  of  profits  to  fall,  is  from  time  to  time 
counteracted  by  improvements  in  pr(»rl action  :  wliether  aris- 
ing from  increase  of  knowledge,  or  from  an  increased  use 
of  the  knowledge  already  possessed.  This  is  the  thh'd  of 
the  three  elements,  the  eflfects  of  which  on  tlie  distribution 
of  tlie  produce  we  undertook  to  investigate;  and  the  inves- 
tigation will  be  facilitated  by  supposing,  as  in  the  case  of 
the  other  two  elements,  that  it  operates,  in  the  iirst  in- 
stance,  alone* 

§  4.  Let  us  then  suppose  capital  antl  population  sta- 
tionary, and  a  sudden  improvement  made  in  the  arts  of 
production  \  by  the  in\'ention  of  more  efficient  machines,  or 
less  eostlj^  processes,  or  by  obtaining  access  to  cheaper  com- 
modities through  foreign  trade. 

The  improvement  may  either  be  in  some  of  the  necessa- 
ries or  indulgences  which  enter  into  the  habitual  consump- 
tion of  the  labouring  class  ;  or  it  may  be  applicable  only  to 
luxuries  consumed  exclusively  by  richer  people.  Very  few^ 
however,  of  the  great  industrial  improvements  are  alto- 
gether of  this  last  description.  Agricultural  improvements, 
except  such  as  specially  relate  to  some  of  the  rarer  and 
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more  peculiar  products,  Jiet  directly  upon  the  principal  ob- 
jects of  the  labourer's  expenditure.  Tlie  gteam-engiue, 
and  every  other  inventioTi  whicli  affords  a  iruinaireable 
power^  are  applicable  to  all  things,  and  of  courKc  to  those 
consumed  by  the  labourer.  Even  the  power-loora  and  tho 
Bpinning-jennYj  though  applied  to  the  most  delicate  fabrics, 
are  available  no  less  for  the  coarse  cottons  and  woolleiis 
worn  by  the  labouring  class.  All  imjiruvemente  in  locomotion 
cheapen  the  ti-ansport  of  necessaries  as  well  as  of  Inxnries. 
Seldom  is  a  new  branch  of  trade  opened,  without,  cither 
directly  or  in  some  indirect  way,  causing  some  of  the  articles 
which  the  mass  of  the  people  consume  to  be  either  pro- 
duced or  imported  at  smaller  cost.  It  may  safely  be  atlirm- 
ed,  therefore,  that  improvements  in  production  gcnerdly 
tend  to  cheapen  the  commodities  on  which  the  wages  of  the 
laboring  class  are  expended. 

In  so  tar  as  the  commodities  affected  by  an  improve- 
ment are  those  which  the  labourei^  generally  do  not  con- 
sume, the  improvement  has  no  effect  in  altering  the  distri- 
bution of  the  produce.  Those  particular  conmiodities,  in- 
deed, are  cheapened  ;  being  produced  at  less  cost,  they  fall 
in  value  and  in  price,  and  all  who  consume  them,  M^hether 
landlords,  capitalists,  or  skilled  and  privileged  labourers, 
obtain  increased  means  of  enjoyment.  Tlie  rate  of  ]trofits, 
however,  is  not  raised.  There  is  a  larger  gross  profit,  reck- 
oned i]i  quantity  of  connnodities.  But  the  capital  also,  if 
estimated  in  those  commodities,  has  risen  in  value-  The 
profit  is  the  same  percentage  on  the  capital  that  it  was  be- 
fore. Tlie  capitalists  are  not  benefited  as  caiutalists,  but  as 
consumers.  The  landlords  and  the  privileged  classes  of 
labourers,  if  they  are  consumers  of  the  same  commodities, 
share  the  same  benefit. 

The  case  is  different  with  improvements  which  diminish 
the  cost  of  production  of  the  necessaries  of  life,  or  of  com- 
modities which  enter  habitually  into  the  consumption  of 
the  great  mass  of  labourers.  The  play  of  the  different  forces 
being  here  rather  complex,  it  is  necessai'y  to  aualym  It  ^\^W 
fome  minntenefh\ 
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As  formerly  observed,*  there  are  two  kinds  of  agricul- 
tural improveraeDtB.  Some  consist  in  a  mere  saving  of 
labour,  and  enable  a  given  quantity  of  food  to  be  produced 
at  less  eostj  but  not  on  a  smaller  surface  of  land  tban  be- 
fore. Otbers  enable  a  given  extent  of  land  to  yield  not 
onlj^"  the  same  produce  with  less  labour,  but  a  greater  prod- 
uce ;  so  that  if  no  greater  produce  is  required,  a  part  of 
the  land  already  under  culture  may  be  dispensed  with.  As 
tlie  part  rejected  will  be  the  least  productive  portion,  the 
market  will  thenceforth  be  regulated  by  a  better  description 
of  land  than  what  was  previously  the  worst  under  cultiva- 
tion. 

To  place  the  effect  of  the  improvement  in  a  clear 
light,  we  must  suppose  it  to  take  place  suddenly,  so  as  to 
leave  no  time  during  its  introduction,  for  any  increase  of 
capital  or  of  population.  Its  iirBt  effect  will  be  a  fall  of  the 
value  and  price  of  agricultural  produce.  This  is  a  necessary 
consequence  of  either  kind  of  impi-ovetnent,  but  especially 
of  the  last. 

An  improvement  of  the  first  kind,  not  increasing  the 
produce,  does  uot  dispense  with  any  portion  of  the  land  ;  tlie 
margin  of  cultivation  (as  Dr.  Chalmers  terras  it)  remains 
where  it  was ;  agriculture  does  not  recede,  either  in  extent 
of  cultivated  land,  or  in  elaborateness  of  methods :  and  the 
price  continues  to  be  regulated  by  the  same  land,  and  l>y 
the  same  capital,  as  before.  But  since  that  land  or  capitalj 
and  all  other  land  or  capital  which  produces  food,  now 
yields  its  produce  at  smaller  cost,  the  price  of  food  will  fall 
propoitionally.  If  one-tenth  of  the  expense  of  production 
has  been  saved,  the  price  of  produce  will  fall  one-tenth. 

But  suppose  the  improvement  to  be  of  the  second  kind  ; 
enabling  the  land  to  produce,  not  only  the  same  corn  with 
one-tenth  less  labour,  but  a  tenth  more  com  with  the  same 
labour.  Here  the  effect  is  still  more  decided.  Cultivation 
can  now  be  contracted,  and  the  market  supplied  from  a 
fimaller  quantity  of  land*     Even  if  this  smaller  surface  of 
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land  were  of  t!ie  same  average  quality  as  the  larger  surface, 
the  price  woold  fall  one-terithj  because  the  same  produce 
would  be  obtained  with  a  tenth  less  labour.  But  aiiice  the 
portion  of  land  abandoned  will  be  the  least  fertile  portion, 
the  price  of  produce  will  thenceforth  be  regulated  by  a  bet- 
ter quality  of  laud  than  before.  In  addition,  therefore,  to 
the  original  diminution  of  one-tenth  in  the  cost  of  produc- 
tion^  there  will  be  a  fin^thcr  diminution,  corresponding  with 
the  recession  of  the  "  margin  "  of  agriculture  to  land  of 
greater  fertility.     There  will  thus  be  a  twofold  fall  of  price. 

Let  ns  now  examine  the  effect  of  the  improvementSj  thus 
suddenly  made,  and  the  division  of  the  produce  ;  and  in  tlie 
first  place,  on  rent.  By  tlie  former  of  the  two  kinds  of  im- 
provement, rent  would  be  diminished.  By  the  second,  it 
would  be  diminished  still  more. 

Suppose  that  the  demand  for  food  requires  the  cultiva- 
tion of  thi^e  qualities  of  land,  yielding,  on  an  equal  surface, 
and  at  an  equal  expense,  100,  80,  and  60  bushels  of  wheat. 
Hie  price  of  wheat  wilt,  on  the  average,  be  just  sufficient  to 
enable  the  third  quality  to  be  cultivated  with  the  ordinary 
profit.  The  first  quality  therefore  will  yield  forty  and  tlie 
second  twenty  bushels  of  extra  profit,  constituting  the  rent 
of  the  landlord.  And  first,  let  an  improvement  be  made, 
which,  without  enabling  more  com  to  be  grown,  en  aides 
the  same  corn  to  be  grown  with  one-fourth  less  labour. 
The  price  of  wheat  will  fall  one-fourth,  and  SO  bushels  will 
"be  sold  for  the  price  for  which  60  were  sold  before.  But 
the  produce  of  the  land  which  produces  60  busliels  is  still 
required,  and  the  expenses  being  as  much  reduced  as  the 
price,  that  land  can  still  be  cultivated  with  the  ordinary 
profit.  The  first  and  second  qualities  will  therefore  con- 
tinue to  yield  a  surplus  of  40  and  20  bushels,  and  corn  rent 
will  remain  the  same  as  before*  But  com  having  fallen  in 
price  one-fourth,  the  same  com  rent  is  equivalent  to  a 
fourth  less  of  mone}"  and  of  all  other  commodities.  So 
far,  therefore,  as  the  landlord  expends  his  income  in 
manufactured  or  foreign   products,  he  is  one-fourth  worse 
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off  than  before.  His  iDcome  as  laodlord  is  reduced  te 
three-quarters  of  its  amonnt :  it  is  only  as  a  consumer  of 
com  that  he  is  as  well  off. 

If  the  improvement  is  of  the  other  kind,  rent  will  fall 
in  a  still  greater  ratio.  Suppose  that  the  amonnt  of  prod- 
uce which  the  market  requires,  can  be  grown  not  only 
witli  a  fourtfi  less  labour,  but  on  a  fourth  less  land-  If  all 
the  land  already  in  cultivation  continued  to  be  cultivated, 
it  wmild  yield  a  produce  much  larger  than  necessary. 
Land,  equivalent  to  a  fourth  of  the  produce,  must  now  be 
abandoned  ;  and  as  the  third  quality  yielded  exactly  one- 
fourth,  (being  60  out  of  240,)  that  quality  will  go  out  of 
cultivation*  Tiic  240  bushels  can  now  be  grown  on  land 
of  the  fii^t  and  second  qualities  only ;  being,  on  the  first^ 
100  buBhela  plus  one-tliird,  or  133t^  bushels ;  on  the  second^ 
80  bushels  plus  one-tliird,  or  106f  bushels ;  together  240. 
The  Becond  quality  of  land,  instead  of  the  thii*d,  is  now  the 
lowest,  and  regulates  the  price.  luBtead  of  60,  it  is  suffi- 
eieiit  if  lOfif  bushels  repay  the  capital  with  the  ordinary 
profit  Tlie  price  of  wheat  will  consequently  fall,  not  in 
the  ratio  of  60  to  80,  as  in  the  other  case,  but  in  the  ratio 
of  60  to  106|.  Even  thig  gives  an  insufficient  idea  of  the 
degree  in  which  rent  will  be  affected.  The  whole  produce 
of  the  second  quality  of  land  will  now  be  required  to  repay 
the  expenses  of  production.  That  land,  being  the  worst  in 
cultivation,  will  pay  no  rent.  And  the  first  qunlity  will 
only  yield  the  difference  between  ISS^  bushels  and  106|, 
being  26f  bushels  instead  of  40.  ITie  landlords  collectively 
will  have  lost  33|  out  of  60  bushels  in  corn  rent  alone, 
while  the  value  and  price  of  what  is  left  will  have  been 
diminished  in  the  ratio  of  60  to  106|. 

It  thus  ai>[}ears,  that  the  interest  of  the  landlord  is  de- 
cidedly hostile  to  tlie  sudden  and  general  introduction  of 
agricultural  improvements.  This  assertion  has  been  called 
a  paradox,  and  made  a  ground  for  accusing  its  first  pronud- 
gator,  Ivic'urdu,  of  great  intellectual  perverseness,  to  say 
nothing  woi'se. 
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I  cannot  discern  in  what  the  paradox  con 
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8ists  ;  and  the  ol)liquity  of  vision  seeniB  to  me  to  be  on  the 
side  of  his  assailants.  The  opinion  is  only  made  to  appear 
absurd  by  statijig  it  mifairlj.  If  the  assei1;ton  were  that  a 
landlord  is  injured  by  the  improvement  of  his  estate,  it 
would  certainly  be  indefensible ;  but  what  is  asserted  is, 
that  he  is  injured  by  the  improvement  of  the  estates  of 
other  people,  although  his  own  is  inchided.  Nobody 
doubts  that  he  would  gain  greatly  by  the  improvement  if 
he  could  keep  it  to  hiniselfj  and  unite  the  benefits,  of  an 
increased  produce  from  his  land,  and  a  price  as  high  as 
before.  But  if  the  increase  of  produce  took  place  sinml- 
taneoudy  on  all  lauds,  the  price  would  not  be  as  high  as 
before  ;  and  there  is  nothing  mireasonable  in  supposiug 
that  the  landlords  would  be,  not  benefited,  but  injured.  It 
is  admitted  that  whatever  permanently  reduces  the  price 
of  produce  diminishes  rent :  and  it  is  quite  in  accordance 
with  common  notions  to  snijposc  that  if,  by  the  increased 
productiveness  of  land,  less  land  were  required  for  cultiva- 
tion, its  value,  like  that  of  any  other  article  for  which  the 
demand  had  diminished,  would  falL 

I  am  quite  willing  to  admit  that  rents  have  not  really 
been  lowered  by  the  progress  of  agricultural  improvements  ; 
but  why  ?  Because  improvement  lias  never  in  reality  been 
suddeUj  but  always  slow ;  at  no  time  much  outstrippmg, 
and  often  falling  far  short  of,  the  growth  of  capital  and  popu- 
lation, which  tends  as  much  to  raise  rent,  as  the  other  to 
lower  it,  and  which  is  enahled,  as  we  shall  presently  see,  to 
raise  it  much  higher  by  means  of  the  additional  margin 
afforded  by  improvements  in  agriculture.  First,  however, 
we  must  examine  in  what  manner  the  sudden  cheapening 
of  agricultural  produce  would  afibct  profits  and  wages. 

In  the  beginningj  money  wages  would  probably  remain 
the  same  as  before,  and  the  labourers  would  have  the  full 
benefit  of  the  cheapness.  Tliey  would  be  enabled  to  in- 
crease their  consumption  either  of  food  or  of  other  articles, 
and  would  receive  the  same  costj  and  a  greater  quantify.  So 
long  as  this  was  the  case,  profits  would  be  unaflfected.     But 
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the  permanent  remimeration  of  the  labourers  essential Ij  de- 
pends on  wiiat  we  Lave  called  their  haliitual  staodnrd  ;  the 
extent  of  the  req^uiremeuts  whicli^  as  a  class,  they  msist  on 
satisfying  before  they  choose  to  have  children.  If  their 
tastes  and  requirements  receive  a  durable  impress  from  the 
sudden  improvement  in  their  condition  j  the  benefit  to  tlie 
class  will  be  permanent.  But  the  same  cause  which  enables 
them  to  purciiase  greater  comforts  and  indulgences  with  tlie 
same  wages,  would  enable  them  to  porehase  the  same 
amount  of  comforts  and  indulgences  with  lower  wages ; 
and  a  greater  population  may  now  exist,  without  reducing 
the  labourers  below  the  condition  to  which  they  are  accus- 
tomed. Hitherto  this  and  no  other  has  been  the  use  which 
tlie  labourers  have  commouly  made  of  any  increase  of  their 
means  of  living;  they  have  treated  it  simply  as  convertible 
into  food  for  a  greater  number  of  children.  It  is  pr(jbable, 
therefore,  that  population  would  be  stimulatedj  and  that 
'after  the  lapse  of  a  generation  the  real  wages  of  labour 
would  be  no  higher  than  before  the  improvement :  the  re» 
duction  being  partly  brought  about  by  a  fall  of  money  wages, 
and  partly  through  tlie  price  of  foodj  the  cost  of  which,  fi*om 
the  demand  occasioned  by  the  increase  of  population,  would 
be  again  increased.  To  the  extent  to  which  money  wage? 
fell,  profits  would  rise ;  the  capitalist  obtaining  a  greater 
quantity  of  equally  efficient  labour  by  the  same  outlay  of  I 
capital.  We  thus  see  that  a  diminution  of  the  cost  of  liv* 
ing,  whether  ai^ising  from  agricultural  improvements  or 
from  the  importation  of  foreign  produce,  if  the  hal)it8  and 
requirements  of  the  labourerB  are  not  raised,  usually  lowci-s 
money  wages  and  rent,  and  raises  the  general  rate  of  profit 
Wliat  is  true  of  improvements  which  cheapen  the  pro- 
duction of  tbod,  is  true  also  of  the  substitution  of  a  cheaper  m 
for  a  more  costly  variety  of  it.  The  same  land  yields  to 
the  same  labour  a  mucli  greater  quantity  of  human  nutri- 
ment in  the  form  of  maize  or  potatoes,  than  in  the  foim  of 
wheat.  If  the  labourers  were  to  give  up  bread,  and  feed 
only  on  those  cheaper  products,  taking  as  their  compensa- 
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Ron  not  a  greater  quantity  of  other  con&uinablc  caniiiiorli- 
tieSj  but  earlier  marriages  and  larger  faniiiies,  the  (*osl  of 
labour  would  he  much  diminishedj  and  if  labour  continued 
equally  effieientj  profits  would  rise ;  while  rent  would  be 
much  lowered,  since  food  for  the  whole  population  could 
be  raised  on  half  or  a  third  part  of  the  land  now  sown  with 
com.  At  the  same  time,  it  being  evident  that  land  too 
barren  to  be  cultivated  for  wheat  might  be  made  in  ease  of 
necessity  to  yield  potatoes  sufficient  to  support  the  little 
labour  necessary  for  producing  them,  cultivation  might 
ultimately  descend  lower,  and  rent  eventually  rise  higher^ 
on  a  potato  or  maize  system j  than  on  a  corn  system  ;  be* 
cause  the  land  would  he  capable  of  feeding  a  much  larger 
population  before  reaching  the  limit  of  its  powers. 

If  the  improvement,  which  we  suppose  to  talcc  place,  is 
not  in  the  production  of  faod,  but  of  some  manufactured 
article  consumed  by  the  labouring  class,  the  effect  on  wages 
and  profits  will  at  first  be  tlie  same  ;  but  the  effect  on  rent 
very  different.  It  Avill  not  be  lowered  ;  it  will  even,  if  the 
ultimate  effect  of  the  improvement  is  an  increase  of  popula- 
tion,  be  raised  ;  in  which  last  case  profits  will  he  lowered. 
The  reasons  are  too  evident  to  require  statement. 

§  5.  We  have  considered,  on  the  one  hand,  the  manner 
in  w'hicli  the  distribution  of  the  produce  into  rent,  profits, 
and  wages,  is  affected  by  the  ordinary  increase  of  population 
and  capital,  and  on  the  other,  how  it  is  affected  by  improve- 
ments in  production,  and  more  especially  in  agriculture 
We  have  found  that  the  former  cause  lowers  profits,  and 
raises  rent  and  the  cost  uf  laljoor :  while  the  tendency  of 
agricultural  improvements  is  to  diminish  rent ;  and  all 
improvements  which  cheapen  any  article  of  the  labourer's 
consimiption,  tend  to  diminish  the  cost  of  labour  and  to  raise 
profits.  The  tendency  of  each  canse  in  its  sep^irate  state 
being  thus  ascertained,  it  is  easy  to  determine  the  tendency 
of  the  actual  course  of  things,  in  whicli  the  two  movements 
are  going  on  aimultaneously,  capital  and  population  increas- 
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ing  witli  tolerable  steadiness,  while  improvements  in  agri* 
culture  are  made  from  time  to  time,  and  the  knowledge  and 
practice  of  improved  methods  become  diffused  gradually 
through  the  community. 

The  habits  and  requirements  of  the  labouring  classes 
being  given  (which  determine  their  real  wages),  rent,  profits, 
and  money  wages  at  any  given  time,  are  the  result  of  the 
composition  of  these  rival  forces.  If  during  any  period 
agricultural  improvement  advances  faster  than  population, 
rent  and  money  wages  during  that  period  will  tend  down- 
ward, and  profits  upward.  If  population  advances  more 
rapidly  than  agricultural  improvement,  either  the  labourers 
will  submit  tu  a  reduction  id  the  quantity  or  quality  of 
their  food,  or  if  not,  rent  and  money  wages  will  progres- 
sively rise,  and  profits  will  fall 

Agricultural  skill  and  knowledges  are  of  slow  growth, 
and  still  slower  diffusion.  Inventions  and  discoveries,  too, 
occur  only  occasiooalty,  while  the  increase  of  population 
and  capital  are  continuous  agencies.  It  therefore  seldom 
happens  that  improvement,  even  during  a  short  time,  has 
so  much  the  start  of  population  and  capital  as  actually  to 
lowur  rent,  or  raise  the  rate  of  profits.  There  are  many 
countries  in  which  the  growth  of  population  and  capital  are 
not  rapid,  but  in  these  agricultural  improvement  is  less 
active  still.  Population  almost  everywhere  treads  close  on 
the  heels  of  agricultural  improvement,  and  effaces  its  effects 
as  fast  as  they  are  produced. 

The  reason  why  agricultural  improvement  seldom  lowers 
rent,  is  that  it  seldom  cheapens  food,  but  only  prevents  it 
from  growing  dearer  ;  and  seldom,  if  ever,  throws  land  out 
of  cultivation,  but  only  enables  worse  and  worse  land  to  be 
taken  in  for  the  supply  of  an  increasing  demand.  "What  is 
sometimes  called  the  natural  state  of  a  country  which  is  but 
half  cultivated,  namely  that  the  land  is  liiglily  productive, 
and  food  obtained  in  great  abundance  by  little  labour,  is 
only  true  of  unoccupied  countries  colonized  by  a  civilized 
people.     In  the  United  States  the  worst  land  in  cultivation 
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18  of  a  high  quality  (except  sometimes  in  the  immediate 
vicinity  of  markets  or  means  of  conveyance,  where  a  bad 
rj^ualitj  is  compensated  by  a  good  eitnatioii) ;  and  even  if  no 
further  improvements  were  made  In  agrienlture  or  locomo- 
tion, cultivation  woidd  have  many  steps  yet  to  descend, 
before  the  increase  of  popnlation  and  capital  would  be 
brought  to  a  stand  ;  but  in  Eurojje  five  linndred  yeai's  ago, 
though  BO  thinly  peopled  in  comparison  to  the  present 
popnlation,  it  is  probable  that  the  woi-st  land  under  the 
plough  was,  from  the  rude  state  of  agriculture,  quite  as 
unproductive  as  tlie  worst  land  now  cultivated ;  and  that 
cultivation  had  approached  as  near  to  the  ultimate  limit  of 
profitable  tillage,  in  those  times  as  in  the  present.  What 
the  agricultural  improvements  since  made  have  really  done 
is,  by  increasing  the  capacity  of  production  of  land  in 
general,  to  enable  tillage  to  extend  dowmvards  to  a  much 
worse  natural  quality  of  land  than  the  worst  which  at  that 
time  would  have  admitted  of  cultivation  by  a  capitalist  for 
profit ;  thus  rendering  a  much  greater  increase  of  capital 
and  population  possible,  and  removing  always  a  little  and 
a  little  further  oflFj  the  barrier  which  restrains  them  ;  popU; 
lation  meanwhile  always  pressing  so  hard  against  the 
barrier,  that  there  is  never  any  visible  margin  left  for  it  to 
seize,  every  inch  of  ground  made  vacant  for  it  by  improve- 
ment being  at  once  filled  up  by  its  advancing  columns. 
Agricultural  improvement  may  thus  be  considered  to  be 
not  so  much  a  counteribrce  conflicting  with  increase  of 
population,  as  a  partial  relaxation  of  the  bonds  which  con- 
tine  that  increase. 

Tlie  efleets  produced  on  the  division  of  tlic  produce  by 
an  increase  of  production,  under  the  joint  influence  of  in- 
(^rease  of  population  and  cajdtal  and  improvements  of  agri- 
culture, are  very  different  from  those  deduceci  from  the 
hypothetical  cases  previously  discussed.  In  j>articular,  the 
effect  on  rent  is  most  materially  different.  We  remarked 
that— while  a  great  agricultural  improvement  made  sud- 
denly and  universally  would  in  the  first  instance  \vifeN\\j5a\^Vj 
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lower  rent — b\\<A\  improrements  eoaljle  reiitj  in  tlie  prog- 
ress of  eocietv,  to  rise  gi-adnallj  to  a  much  higher  limit 
than  it  conld  otlierwisc  attain,  Bince  they  cnahle  a  mncli 
lower  quahty  of  land  to  be  ultiinately  cultivated.  But  in 
the  case  we  are  now  supposing,  which  nearly  corresponds 
to  the  usnal  course  of  things,  this  ultimate  effect  becomes 
tlie  immediate  eftect.  Suppose  cultivation  to  have  reached,  _ 
or  almost  reached,  the  utmost  limit  permitted  by  the  state  I 
of  the  industrial  arts,  and  reiit,  tberefore,  to  have  attained 
nearly  the  highest  point  to  which  it  can  be  carried  by  the 
progress  of  population  and  capitalj  with  the  existing  amaunt 
of  skill  and  knowledge.  If  a  great  agricultural  improve- 
ment were  suddenly  introduced,  it  might  throw  back  rent 
ibr  a  considerable  space,  leaving  it  to  regain  its  loet  ground 
by  the  progress  of  population  and  capital,  and  afterwards 
to  go  on  further.  But,  taking  place,  as  such  improvement 
always  does,  very  gradually,  it  causes  no  retrograde  move- 
ment of  either  rent  or  cultivation  ;  it  merely  enables  the  one  ■ 
to  go  on  rising,  and  the  other  extending,  long  after  they 
must  otherwise  have  stopped.  It  would  do  this  even  with- 
out the  necessity  of  resorting  to  a  worse  quality  of  land ; 
simply  by  enabling  the  lands  already  in  cultivation  to  yield 
a  greater  produce,  >vith  no  increase  of  the  proportional  cost  _ 
If  by  improvements  of  agriculture  all  the  lands  in  cultiva- 1 
tion  could  be  made,  even  with  double  labour  and  capital, 
to  yield  a  double  produce,  (supposing  that  in  the  meantime 
population  increased  so  as  to  require  this  double  quantity,) 
all  rents  wouhi  be  doubled. 

To  ilhxstrate  the  point,  let  us  revert  to  the  numerical 
example  in  a  former  page.  Tliree  qualities  of  land  yield 
respectively  100,  80,  and  60  bushels  to  the  same  outlay  on 
the  same  extent  of  surface.  If  No.  1  could  be  made  to  yield 
200,  No.  2,  160,  and  No.  3,  120  bushels,  at  only  double  the 
expense,  and  therefore  witbout  any  increase  of  the  cost  of 
production,  and  if  the  population,  having  doubled,  required 
all  this  increased  quantity,  the  rent  of  No.  1  would  be  80 
bushels  instead  of  40,  and  of  No-  2,  40  instead  of  20,  whilo 
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the  price  and  value  per  bushel  would  he  the  same  as  before  : 
so  that  eoiii  rent  and  money  rent  woukl  both  be  doubled. 
I  need  not  point  out  the  difference  between  this  result,  and 
what  we  have  shown  would  take  place  if  there  were  an  im- 
provement in  production  without  the  aceompaniment  of  an 
increased  demand  for  food. 

Agricultural  improvement^  then,  is  always  ultimately, 
and  in  the  manner  in  which  it  generally  takes  place  also 
immediately,  beneficial  to  the  landlord.  We  may  add,  that 
when  it  takes  place  in  that  maimer,  it  is  beneficial  to  no  oue 
else.  When  the  demand  for  produce  fully  keeps  paee  with 
the  increased  capacity  of  production,  food  is  not  cheapened  ; 
the  labourers  are  not,  even  temporarily,  benefited  ;  the  cost 
of  labour  is  not  diminished,  nor  profits  raised.  Tliere  is  a 
greater  aggregate  production,  a  greater  produce  divided 
among  the  labourers,  and  a  larger  gross  profit ;  but  the 
wages  being  shared  among  a  larger  population,  and  the 
profit  spread  over  a  larger  capital,  no  labourer  is  better  ofl, 
nor  does  any  capitalist  derive  from  the  same  amount  of 
capital  a  larger  income. 

The.result  of  this  long  investigation  may  be  aummfidjip 
as  fohows.  Tlie  economical  i>rogress  of  a  society  constituted 
of  landlords,  eapitalistSj  and  labourers,  tends  to  the  pro- 
gressive enrichment  of  the  landlord  class  ;  while  the  cost  of 
the  labourer's  subsistence  tends  on  the  whole  to  increase, 
and  profits  to  falh  Agricultural  improvements  are  a  coun- 
teracting force  to  tlie  two  last  eflTects;  but  the  first,  though 
a  case  is  conceivable  in  which  it  would  be  temporarily 
checkedj  is  ultimately  in  a  high  degree  promoted  by  those 
improvements ;  and  the  increase  of  population  tends  to 
transfer  all  the  benefits  derived  from  agricultural  iniprove- 
jiient  to  the  landlords  alone.  What  other  consequenceSj  in 
addition  to  these,  or  in  modification  of  them,  arise  from  the 
industrial  progress  of  a  society  thus  constituted,  I  shal] 
endeavour  to  show  in  the  succeeding  chapter. 


CHAPTER  IV. 


OF  THE  TENDENCT  OF  PROFITS  TO  A  MUramT. 


§  1.  The  teBdency  of  profits  to  fall  as  society  advances, 
which  has  been  brought  to  notice  in  the  preceding  chapter, 
wag  early  recognised  by  writers  on  indnstry  and  commerce ; 
but  the  laws  which  govern  profits  not  being  then  nnderstood, 
the  phenomenon  was  ascribed  to  a  wrong  canse.  Adain 
Smith  considered  profits  to  be  determined  by  what  he  called 
the  competition  of  capital ;  and  conchided  that  when  capital 
increasedj  this  competition  must  Jikewise  increase,  and 
profits  must  fall.  It  is  not  quite  certain  wliat  sort  of  com- 
petition Adam  Smith  had  here  in  view.  His  words  in  the 
chapter  on  Profits  of  Stock*  are,  "  When  the  stocks  of 
many  rich  merchants  are  turned  into  the  same  trade,  their 
mutual  competition  naturally  tends  to  lower  its  profits  ;  and 
when  there  is  a  like  increase  of  stock  in  all  the  different 
trades  carried  on  in  the  same  society,  the  same  competition 
must  produce  the  same  effect  in  them  all"  This  passage 
would  lead  us  to  infer  that,  in  Adam  Smith's  opinion,  the 
manner  in  which  the  competition  of  capital  lowers  profits  is 
by  lowering  prices ;  that  being  UBually  the  mode  in  which 
an  increased  investment  of  capital  in  any  particular  trade, 
lowers  the  profits  of  that  trade.  But  if  this  was  his  mean- 
ing, he  overlooked  the  circiumstance,  that  the  fall  of  price, 
which  if  confined  to  one  commodity  really  does  lower  the 
profits  of  the  producer,  ceases  to  have  that  effect  as  soon  as  fl 
it  exteuds  to   all  commodities ;   because,  when  all  things 
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have  fallen,  nothing  has  really  fallen,  except  nominally; 
and  even  computed  in  money,  the  expenses  of  every  pro- 
ducer have  dhiiinished  as  mnch  as  his  returns.  TJnleBS 
indeed  labour  be  the  one  eommodit}'  which  has  not  fallen 
in  money  price,  when  all  other  things  have  :  if  so,  what  has 
really  taken  plaee  is  a  rise  of  wages ;  and  it  is  that,  and  not\^ 
the  fall  of  prices,  which  has  lowered  the  profits  of  capital 
There  is  another  thing  which  escaped  the  notice  of  Adam 
Smith  ;  that  the  supposed  universal  fall  of  prices,  thi'ough 
increased  cumpetitiuii  of  capitals,  is  a  thing  which  cannot 
take  place.  Prices  are  not  determined  by  the  competition 
of  the  sellers  only,  but  also  by  that  of  the  buyers ;  by  de- 
mand as  well  as  supply.  The  demand  which  affects  money 
prices  consists  of  all  the  money  hi  the  hands  of  the  comniu- 
nity  destined  to  be  laid  out  in  commodities ;  and  as  long  as 
the  proportion  of  this  to  t!ie  commodifies  is  not  diminished, 
there  is  no  fall  of  general  prices.  Now,  howsoever  capital 
may  increase,  and  give  rise  to  an  increased  production  of 
comtnodities,  a  fiill  share  of  the  capital  will  be  drawn  to 
the  business  of  producing  or  importing  money,  and  the 
quantity  of  money  will  be  augmented  in  an  equal  ratio 
with  the  quantity  of  commodities.  For  if  this  were  not  the 
case,  and  if  money,  therefore^  were,  as  the  tlieory  supposes, 
perpetually  acquiring  increased  purchasing  power,  tliose 
who  produced  or  imported  it  would  obtain  constantly 
increasing  profits ;  and  this  could  not  happen  without  at- 
tracting labour  and  capital  to  that  occupation  from  other 
employments.  If  a  general  fall  of  prices,  and  increased 
value  of  money,  were  really  to  occur,  it  could  only  be  as 
a  consequence  of  increased  cost  of  production,  from  the 
gradual  exhaustion  of  the  mines.  ^ 

It  is  not  tenable,  therefore,  in  theory,  that  the  increase 
of  capital  produces,  or  tends  to  produce,  a  general  decline 
of  money  prices.  Neitlier  is  it  true,  that  any  general 
decline  of  prices,  as  capital  increased,  has  manifested  itself 
in  fact.  The  only  things  observed  to  fall  in  price  with  the 
progress  of  society,  are  Uiose  in  wdiich  there  have  h^^w 
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improvements  in  production,  greater  dian  Itave  takeD  place 
in  the  production  of  the  precioajs  metals ;  as  for  example, 
all  Bpnn  and  woven  fabrics*  Other  things  again,  instead 
of  falling,  have  risen  in  price,  because  their  cost  of  produc- 
tion, compared  with  that  of  gold  and  silver,  has  increa^. 
Among  these  are  all  kinds  of  food,  comparison  being  made 
with  a  much  earlier  period  of  history.  The  doctrine,  there-  ■ 
fore,  that  competition  of  capital  lowers  profits  bjr  lowering  \ 
prices,  is  incorrect  in  fact,  as  well  as  unsound  in  principle. 

But  it  is  not  certain  that  Adam  Smitli  really  held  that 
doctrine ;  for  his  language  on  the  subject  is  wavering  and 
unsteady,  denoting  the  absence  of  a  definite  and  wellniigest- 
ed  opinion.  Occasionally  he  seems  to  think  that  the  mode 
in  which  the  competition  of  capital  lowers  profits,  is  by 
raising  wages.  And  when  speaking  of  the  rate  of  profit  in 
new  colonies,  he  seems  on  the  very  verge  of  grasping  the 
complete  theory  of  the  subject.  ''  As  the  colony  increases, 
the  profits  of  stock  gradually  diminish.  When  the  most 
fertile  and  best  situated  lands  have  been  all  occupied,  less  J 
profit  can  be  made  by  the  cultivation  of  what  is  inferior  ^ 
both  in  soil  and  situation."  Had  Adam  Smith  meditated 
longer  on  the  subject,  and  systematized  his  view  of  it  by 
harmonizing  with  each  other  the  varioxis  glimpses  which 
he  caught  of  it  from  diflFereot  points,  he  would  have  per- 
ceived that  this  last  is  the  true  cause  of  the  fall  of  profits 
usually  consequent  upon  increase  of  capital. 


i 


I  2.  Mr,  Wakefield,  in  his  Commentary  on  Adam 
Smith,  and  his  important  writings  on  Cc^lonization,  takes  a 
much  clearer  view  of  the  subject,  and  amves,  through  a  sub- 
stantially correct  series  of  deductions,  at  practical  conclu- 
BiouB  which  appear  to  me  ju^t  and  imijortant ;  but  he  is  not 
equally  happy  in  incorporating  his  valuable  speculations 
with  tlie  results  of  previous  thought,  and  reconciling  them 
with  other  truths.  Some  of  the  theories  of  Dr.  Chalmers, 
in  his  chapter  '^  On  the  Increase  and  Limits  of  Capital,  ^'  and 
the  two  chapters  widch  follow  it,  coincide  in  their  tendency 
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and  spirit  with  those  of  Mr.  Wakefield ;  but  Dr.  Chalmers' 
ideas,  though  delivered,  as  is  his  custom,  with  a  most  at- 
tractive semhlaace  of  eleamess,  are  really  on  this  suliject 
much  more  confused  than  even  tliose  of  Adam  Smith,  and 
more  decidedly  infected  with  the  often  refuted  notion  that 
the  competition  of  capital  lowers  general  prices  ;  the  subject 
of  Money  apparently  not  having  been  included  amonjt^  the 
parts  of  Political  Economy  which  this  acute  and  vigorous 
writer  had  carefully  studied, 

Mr,  Wakefield's  explanation  of  the  fall  of  profits  is 
briefly  this.  Production  is  limited  not  solely  by  the  ciuantity 
of  capital  and  of  labour,  but  also  by  the  extent  of  the  ^'  lield 
of  employment."  The  field  of  employment  for  cajJital  is 
twofold  ;  the  land  of  the  comitry,  and  the  capacity  of  foreign 
jnarketB  to  take  its  manufactured  commodities.  On  a 
limited  extent  of  land,  only  a  limited  quantity  of  capital 
can  find  eujployment  at  a  profit.  Aa  the  (|uantity  of  capi- 
tal approaches  this  limit,  profit  falls ;  when  the  limit  is 
attained,  profit  is  annihilated;  and  can  only  be  restored 
through  an  extension  of  the  field  of  employment,  thither  by 
the  acquisition  of  iertile  land,  or  by  opening  new  markets 
in  foreign  comitxies,  from  which  food  and  materials  can  be 
purchased  with  tlie  products  of  domestic  capital.  Tliese 
propositions  are  in  my  opinion  substantially  true ;;  and, 
even  to  the  phraseology  in  w^hich  they  are  expressed,  con- 
sidered as  adapted  to  popular  and  practical  rather  than 
scientific  uses,  I  have  nothing  to  object.  The  error  whicTi 
seems  to  me  imputable  to  Mr.  Wakefield  is  that  of  suppos- 
ing his  doctrines  to  be  in  contradiction  to  the  principles  of 
the  best  school  of  preceding  political  economists,  instead  of 
being,  as  they  really  are,  corollaries  from  those  principles ; 
though  corollaries  which,  perhaps,  would  not  always  have 
been  admitted  by  those  political  economists  thcmselvc»s. 

The  most  scientific  treatment  of  the  subject  which  I 
have  met  with,  is  in  an  essay  on  tlie  effects  of  Machinery, 
published  in  the  Westminster  Eemew  for  Januaiy  1826,  by 
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Mr.  William  Ellis  ;*  wbicli  was  doiibtless  unknown  to  Mr, 
Wakefield,  but  which  had  pri^ceded  him,  though  by  a  differ- 
ent path,  in  several  of  his  leading  conehi&ions.  Tliis  essaj 
excited  little  notice,  partly  from  being  published  anony- 
mously in  a  periodical,  and  partly  liecause  it  was  much  in 
Hdvance  of  the  etate  of  politieai  economy  at  the  time.  In 
Mr.  Ellis's  view  of  the  subject,  the  questions  and  difficulties 
raised  by  Mr.  Wakefield's  specoiatious  and  by  those  of  Dn 
Chalmers,  find  a  solution  consistent  with  the  principles  of 
political  economy  laid  down  in  the  present  treatise. 

§  3.  There  is  at  every  time  and  place  some  particular 
rate  of  profit,  which  is  the  lowest  that  will  induce  the 
people  of  that  country  and  time  to  accumulate  savings,  aud 
to  employ  tliose  savings  productively.  This  minimum  rate 
of  profit  varies  according  to  circumstances.  It  depends  on 
two  elements.  One  is,  the  strength  of  the  effective  desire 
of  accumulation ;  the  comparative  estimate  made  by  the 
people  of  tliat  place  and  era,  of  future  interests  when 
weighed  against  iircsent.  This  element  chiefly  affects  the 
inclination  to  save.  The  other  element,  which  affects  not 
6u  much  the  willingness  to  save  as  the  disposition  to  employ 
savings  protluctively,  is  the  degree  of  security  of  capital 
engaged  in  industrial  operations.  A  state  of  general  inse- 
curity, no  doubt  affects  also  the  disposition  to  save.  A 
hoard  may  be  a  source  of  additional  danger  to  its  reputed 
possessor.  But  as  it  may  also  be  a  powerful  means  of  avert* 
ing  dangers,  the  effects  in  tins  respect  may  ]ierhap8  be 
looked  upon  as  balanced.  But  in  employing  any  fmids 
which  a  person  may  possess  as  capital  on  his  own  account, 
or  in  lending  it  to  others  to  be  so  employed,  there  is  always 
some  additional  risk,  over  aud  above  that  incurred  by  keep- 
ing it  idle  in  his  own  custody.     This  extra  risk  is  great  in 
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\  ^  *  Now  BO  much  better  known  by  his  apostolic  exertions^  in  pen,  puree,  and 
T{)er3cm^  for  the  improvement  of  popular  education,  and  especiiilly  for  the  tntro- 
ductioa  into  it  of  the  elements  of  practical  Political  Economy. 


proportion  as  the  general  state  of  irociety  is  insecure  :  it  may 
be  equivalent  to  twenty^  tliirty,  or  lil'ty  per  t'eiit,  or  to  no 

I  more  tlian  one  or  two  ;  something,  however,  it  must  always 
be :  autl  for  thisj  the  expectation  of  profit  must  he  sufficient 
to  compensate. 

There  would  be  adequate  motives  for  a  certain  amount 
of  saving,  even  if  capital  yielded  Jio  profit  Tliere  woukl  he 
an  inducement  to  lay  by  in  good  times  a  provision  iV»r  bad  ; 
to  reserve  something  for  sickness  and  iniirniity,  or  as  a 
means  of  leisure  and  independence  in  tlie  latter  part  of  life, 
'  or  a  help  to  children  in  the  outset  of  it*  Saving.Sj  however, 
which  have  only  these  ends  in  view,  have  not  much  tend- 
ency to  increase  the  amount  of  cai>ital  permanently  in  exist- 
ence. These  motives  only  prompt  persons  to  save  at  one 
period  of  life  what  they  purpose  to  consume  at  another,  or 
what  will  be  consumed  by  their  children  before  they  can 
completely  provide  for  themselves.  The  savings  by  which 
an  addition  is  made  to  the  national  capital,  usually  emanate 

I  from  the  desire  of  persons  to  improve  what  is  termed  their 
condition  in  Hfe,  or  to  make  a  provision  for  child I'en  or 
others,  independent  of  their  exertions.  Now,  to  the  strength 
of  these  inclinations  it  makes  a  very  material  difference  how 
3nuch  of  the  desireil  object  can  be  effected  l>y  a  given 
amount  and  duration  of  self-denial ;  which  again  depends  on 
the  rate  of  profit.  And  there  is  in  every  country  some  rate 
of  profit,  below  which  persons  in  general  will  not  find 
sufficient  motive  to  save  for  the  mere  puqiose  of  growing 
richer,  or  of  leaving  others  better  off  than  themselves. 
Any  accumulation,  therefore,  by  which  the  general  capital 
is  increased,  requires  as  its  necessary  condition  a  certain 
rate  of  profit :  a  rate  which  an  average  person  will  deem  to 
be  an  equivalent  for  abstinence,  with  the  addition  of  a 
eufficient  insurance  against  risk.  Tliere  are  always  some 
persons  in  whom  the  effective  desire  of  accumulation  is  above 
the  average,  and  to  whom  less  than  this  rate  of  profit  is  a 
sufficient  inducement  to  save;  but  these  merely  step  into 
the  place  of  others  wliose  taste  for  expense  and  indidgence 
40 
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is  beyond  the  average,  and  who,  instead  of  savings  pcrliapn 
even  difi^ipate  what  they  have  received, 

I  have  already  observed  that  this  minimum  rate  of 
profit,  le&s  than  which  is  not  consistent  with  the  further 
mcreage  of  capltalj  is  lower  in  some  states  of  society  than  in 
others ;  and  I  may  add,  that  the  kind  of  social  progress 
characteristic  of  our  present  civjlizatioiij  tends  to  diiuimsh 
y  it.  In  the  first  place,  one  of  the  acknowledged  eftects  of 
that  progress  is  an  ijicrease  of  general  security.  Destruc- 
tion by  wai"6,  and  spoliation  by  private  or  public  violence, 
are  less  and  less  to  be  apprehended  ;  and  the  improvements 
which  may  be  looked  for  in  education  and  in  the  adminis- 
tration of  j  ustice,  or,  in  their  default,  increased  regard  for 
opinion,  aflbrd  a  growing  protection  against  fraud  and 
reckless  mismanagement.  The  risks  attending  the  invest- 
ment of  savings  in  productive  employmentj  require 
therefore  a  smaller  rate  of  profit  to  compensate  for  them 
than  was  required  a  centmy  ago,  and  will  ]iereafter  require 
less  than  at  present.  In  the  second  x>lace,  it  is  also  one  of 
tlie  consequeiices  of  civilization  that  mankind  become  less 
the  slaves  of  tlie  momentj  and  more  habituated  to  carry 
their  desires  and  pui^^oses  forward  into  a  distant  future. 
This  increase  of  providence  is  a  natural  result  of  the  in- 
creased assurance  with  which  futurity  can  be  looked  for- 
.ward  to  ;  and  is,  besides,  lavoured  by  most  of  the  iniluencee 
which  an  industrial  life  exercises  over  the  passions  and  incli- 
nations of  human  nature.  In  proportion  as  life  has  fewer 
vicissitudes,  as  habits  become  more  fixed,  and  great  prizes 
are  less  and  less  to  be  hoped  for  by  any  other  means  than 
long  perseverance,  mankind  become  more  willing  to  sacrifice 
present  indulgence  for  future  objects.  This  increased  capa- 
city of  forethought  and  8elf-(?ontrol  may  assuredly  find  other 
things  to  exercise  itself  upon  than  increase  of  riches,  and 
some  considerations  connected  with  this  topic  will  sliortly 
l>e  touched  upon,  Tlie  present  kind  of  social  progress,  how- 
ever, decidedly  tcudsj  though  not  perhaps  to  itn-rease  the 
desire  of  accumulationj  yet  to  weaken  the  obstacles  to  it, 
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and  to  diiniuieh  the  amount  of  profit  wliit^h  p^-ople  abso- 
lutclj*  requii-e  as  aii  iiiduLeioent  to  save  and  accumulate.  Fur 
these  two  reason©,  diminution  of  risk  and  increast;  of  provi- 
dence, a  profit  or  interest  of  tliroe  or  four  per  cent  is  as 
sufficient  a  motive  to  the  inci-ease  of  capital  in  England  at 
the  present  day,  as  thirty  or  forty  per  cent  in  the  Burmese 
Empire,  or  in  England  at  the  time  of  King  John.  In  Hol- 
land during  the  last  century  a  return  of  two  per  cent,  on 
government  security j  w^as  consistent  with  an  undiminished, 
if  not  with  an  increasing  capital.  But  though  the  mini- 
nium  rate  of  proiil  is  tluis  liable  to  vary,  and  though  to 
specify  exactly  w^hat  it  is  would  at  any  given  time  be  im- 
possible, such  a  minimum  always  exists;  and  whether  it  be 
high  or  low,  when  once  it  is  reached,  no  furtlier  increase  of 
capital  can  for  tiie  present  take  place.  Tlie  country  has 
then  attained  what  is  known  to  political  economists  under 
the  name  of  the  stationary  state. 

§  4.  We  now  arrive  at  the  fundamental  proposition 
which  this  chapter  is  intended  to  inculcate.  Wlien  a 
country  has  long  possessed  a  large  production,  and  a  large 
net  income  to  make  savings  from,  and  when,  therefore,  the 
means  have  long  existed  of  making  a  great  annual  addition 
to  capital ;  (the  country  not  ha^'ingj  like  America,  a  large 
reserve  of  fertile  land  still  unused  ;)  it  is  one  of  the  chai^acter* 
istics  of  such  a  conn  try,  that  the  rate  of  profit  is  halt  itu  ally 
within,  as  it  were,  a  hand  s  breadth  of  the  minimum,  and 
the  country  therefore  on  the  very  verge  of  the  stationary 
state.  By  this  I  do  not  mean  that  this  state  is  likely,  in 
any  of  the  great  countries  of  Europe,  to  he  soon  actually 
reached,  or  that  capital  does  not  still  yield  a  profit  con- 
siderably  greater  than  what  is  barely  suflScient  to  induce 
the  people  of  those  countries  to  save  and  accumulate.  My 
meaning  is,  that  it  would  require  but  a  short  time  to  reduce 
profits  to  the  minimum,  if  capital  continued  to  increase  at 
its  present  rate,  and  no  circumstances  having  a  tendency 
to  raise  the  rate  of  profit  occurred  in  the  meantime.    The  ex- 
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paiitdon  of  capital  would  soon  reaeli  its  nltimate  bonndaiyf 
if  the  boundary  itself  did  not  continually  open  and  leave 
more  space. 

In  England,  the  ordinary  rate  of  interest  on  government 
Beemities,  in  which  the  risk  is  next  to  nothing,  tnay  be  esti-  I 
mated  at  a  little  more  than  three  per  cent ;  in  all  other  in- 
vestments, therefore,  the  interest  or  profit  calculated  upon 
(exclusively  of  what  is  properly  a  remuneration  for  talent 
or  exertion)  must  be  as  much  more  than  this  amount,  as  is 
equivalent  to  the  degree  of  risk  to  which  the  capital  is 
thought  to  be  exposed-  Let  ns  suppose  that  in  England 
even  so  small  a  net  profit  as  one  per  cent,  exclusive  of  insur- 
ance against  risk,  would  constitute  a  sufficient  inducement 
to  save,  but  that  less  than  this  would  not  be  a  sufficient 
inducement-  I  now  say,  that  tlie  mere  continuance  of  the 
present  annual  increase  of  capital,  if  no  circumstance  occur- 
red to  counteract  its  effect,  would  suffice  in  a  small  number 
of  years  to  reduce  the  rate  of  net  profit  to  one  per  cent. 

To  fulfil  the  conditions  of  the  hypotliesis,  we  must  sup- 
pose an  entire  cessation  of  the  exportation  of  capital  for 
foreign  investment.  No  more  capital  sent  abroad  for  rail- 
ways, or  loans  ;  no  more  emigrants  taking  capital  with  them, 
to  the  colonies,  or  to  other  countries ;  no  fresh  advances 
made,  or  credits  given,  by  bankers  or  merchants  to  their 
foreign  corresi>ondents.  We  must  also  assume  that  there 
are  no  fresh  loans,  for  unproductive  expenditure  by  the 
government,  or  on  moiiigage,  or  otherwise ;  and  none  of  the 
waste  of  capital  wliicli  now  takes  place  by  the  failure  of 
undertakings  which  people  are  tempted  to  engage  in  by  the 
liuj^e  of  a  better  income  than  can  be  obtained  in  safe  paths 
at  the  present  habitually  low  rate  of  profit.  We  must  sup- 
pose the  entire  Bavings  of  the  community  to  be  annually 
invested  in  really  productive  employment  within  the  coun- 
try itself;  and  no  new  channels  opened  by  industrial  inven- 
tions, or  by  a  more  extensive  substitution  of  the  best  known 
prncesses  for  inferior  ones. 

Few  persons  would  hesitate  to  say,  that  there  would  be 
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great  diffieulty  in  finding  remunerative  eni|>loynient  every 
year  for  so  much  new  eapitalj  and  most  would  eouelnde  that 
there  would  be  w^hat  used  to  be  termed  a  general  glut ;  that 
eommodittes  would  be  produced,  and  remain  unsold,  or  be 
sold  only  at  a  loss.  But  the  full  examination  wJiich  w^e 
have  already  given  to  this  questioHj*  has  shown  that  this  is 
not  the  mode  in  which  the  inconvenience  would  be  experi- 
enced. The  difficidty  would  Eot  consist  in  any  want  of  a 
market.  If  the  new  capital  were  duly  shared  among  many 
varieties  of  employment,  it  would  raise  up  a  demand  for  its 
own  produce,  and  there  would  be  no  cause  why  any  part 
of  that  produce  should  remain  longer  on  hand  tlian  for- 
merly. What  would  really  be,  not  merely  difficult,  but 
impossible,  would  be  to  employ  this  capital  without  sub- 
mitting to  a  rapid  reduction  of  the  rate  of  profit. 

As  capital  increased,  population  either  would  also  in- 
creasej  or  it  would  not.  If  it  did  not,  wages  would  rise, 
and  a  greater  capital  would  be  distributed  in  wages  among 
the  same  number  of  labourers.  There  being  no  more  labour 
than  before,  and  no  iniprovements  to  render  the  laboor 
more  efficient,  there  would  not  be  any  increase  of  the  prod- 
uce ;  aLd  as  the  capital,  however  largely  increased,  would 
only  obtain  the  same  gross  return,  the  whole  savings  of 
each  year  would  be  exactly  so  much  subtracted  from  the 
profits  of  the  next  and  of  every  following  year.  It  is  hardly 
necessary  to  say  that  in  such  circumstances  profits  would 
very  soon  fall  to  the  point  at  w^hich  further  increase  of  cap- 
ital would  cease.  An  augmentation  of  capital,  much  more 
rapid  than  that  of  popidation,  must  soon  reach  its  extreme 
limit,  unless  accompanied  by  increased  efficiency  of  labour 
(through  inventions  and  discoveries,  or  improved  mental 
and  physical  education),  or  unless  some  of  the  idle  people, 
or  of  the  unproductive  labourers,  became  productive. 

If  population  did  increase  with  the  increase  of  capital 
and  ill  proportion  to  it,  the  fall  of  profits  would  still  be 
inevitable.     Increased  population  implies  increased  demand 
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for  agrifjultiiral  produce.  In  the  absence  of  mdiiBtrial  iiiv 
provementB,  thu  demand  can  only  be  supplied  at  aii  in- 
creased  cost  of  production,  either  by  ciiltivatiug  worse  land, 
or  by  a  more  elaborate  and  costly  cultivation  of  the  land 
already  under  tillage.  The  cost  of  the  labourers  subt^istence 
is  therefore  increased;  and  unless  the  labourer  submits  to  a 
deterioratiun  of  his  condition,  |>rofits  must  fall.  In  an  old 
country  like  England,  if,  in  addition  to  supposing  all  im- 
provement in  domestic  agriculture  suspended,  we  suppose 
that  there  is  no  increased  production  in  foreign  countries  for 
the  English  market,  the  fall  of  profits  would  be  very  rapid. 
If  both  these  avenues  to  an  increased  supply  of  food  were 
closed,  and  populatiun  continued  to  increase,  as  it  is  said  to 
do,  at  the  rate  of  a  thousand  a  day,  all  waste  land  which 
admits  of  cultivation  in  the  existing  state  of  knowledge 
would  soon  be  cultivated,  and  the  cost  of  production  and 
price  of  food  would  be  so  increased,  that,  if  the  labourers 
received  the  increased  money  wages  necessary  to  compen- 
sate  for  their  increased  exjicnses,  profits  would  very  soon 
reach  the  minimum.  Tlie  fall  of  protits  would  be  retard- 
ed if  money  wages  did  not  rise,  or  rose  in  a  less  degree ; 
but  the  margin  which  can  be  gained  by  a  deterioration  of 
the  labourer's  condition  is  a  very  narrow  one :  in  general 
they  Cfmnoi  bear  much  reduction ;  when  they  can,  they 
have  ako  a  liighcr  standard  of  necessary  requirements,  and 
will  not,  On  tlie  whole,  therefore,  w^e  may  assume  that  in 
such  a  country  as  England,  if  the  present  annual  amount  of 
savings  were  to  continue,  without  any  of  the  counteracting 
circumstances  M^liich  now  keep  in  check  the  natural  influ- 
ence of  those  savings  in  reducing  profit,  the  rate  of  profit 
would  speedily  attain  the  minimum,  and  all  further  accu- 
^  mulation  of  capital  w^ould  for  the  present  cease. 

§  5.  What,  then,  are  these  counteracting  circumstances, 
which,  in  the  existing  state  of  things,  maintain  a  tolerably 
equal  struggle  against  the  downward  tendency  of  profits, 
and  prevent  the  great  annual  savings  which  take  place  in 
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this  comitry,  from  depressing  the  rate  uf  profit  miu.^L  nearer 
to  that  lowest  point  to  which  it  is  always  tending,  and  which, 
left  to  itself,  it  would  so  promptly  attain  ?  The  resisting 
agencies  are  of  several  kinds. 

First  among  tlieni,  we  may  notice  one  which  is  so 
simple  and  m  conspicuous,  that  some  political  economists, 
especially  M.  de  Sismondi  and  Dr,  Chalmers,  have  attend- 
ed to  it  ahnost  to  the  exclusion  of  all  others.  This  is,  the^^ 
waste  of  capital  in  periods  of  over-trading  and  rash  specu- 
lation, and  in  the  commercial  revulsions  by  wiiich  siicli 
times  are  always  followed.  It  is  true  that  a  great  part 
of  what  is  lost  at  such  periods  is  not  destroyed,  l)ut  mei-ely 
transferred,  like  a  gambler's  losses,  to  more  succes:?fnl  specu- 
lators. But  even  of  these  mere  transfers,  a  large  poition  is 
always  to  foreigners,  by  the  hasty  purcliase  of  unusual 
quantities  of  foreign  goods  at  advanced  prices.  And  much 
also  is  absolutely  wasted.  Mines  are  opened,  railways  or 
bridges  made,  and  many  other  works  of  uncertain  profit 
commenced,  and  in  these  enterprises  much  t^apital  is  sunk 
wdiich  yields  either  no  retnrn,  or  none  adequate  to  the  out- 
lay. Factories  are  built  and  macliinery  erected  beyond 
what  the  market  requires,  or  can  keep  in  employment. 
Even  if  they  are  kept  In  employment,  the  capital  is  no  less 
sunk  ;  it  has  been  convei-ted  from  circulating  into  fixed 
capital,  and  has  ceased  to  have  any  influence  on  wages  or 
profits.  Besides  this,  there  is  a  gi'eat  nuiuxid active  eon- 
sumption  of  capital,  during  the  stagnation  %vhich  follows  a 
period  of  general  over-trading.  Establisliments  are  shut 
up,  or  kept  working  without  any  profit,  hands  are  dis- 
charged, and  numbers  of  persons  in  all  ranks,  being  de- 
l>rivcd  of  their  income,  and  thrown  for  support  on  their 
savings,  find  themselves,  after  the  crisis  has  passed  away, 
in  a  condition  of  more  or  less  impoverishment.  Snch  are 
the  eflFects  of  a  commercial  revulsion  :  and  that  such  revul- 
Bions  are  almost  periodical,  is  a  consequence  of  the  very 
tendency  of  prcjfits  which  we  are  considering.  By  the  time 
a  few   years  have  passed  over  without  a  cri^is^  so   much 
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§  6*     This  brings  us  to  the  eec-ond  of  the  eoimter-agen- 
cjBBf  nmnelyy  iiuprovcinentB  in  production.     The&e  evidently 


additional  capital  has  been  accumulated,  tlmt  it  is  no  longer 
po^fcible  to  invest  it  at  the  accustomed  prolit :  all  public 
Bee uri ties  rise  to  a  high  pricej  tJic  rate  of  interest  on  the 
best  mercantile  securitj  talk  very  low,  and  tlie  complaint 
is  general  among  persons  in  business  tliat  no  money  is  to 
be  made.  Does  not  this  demonstrate  how  speedily  profit 
would  be  at  the  mminnnn,  and  the  stationary  conditiou  of 
capital  would  be  attained,  if  the^e  accumulations  went  on 
without  any  counteracting  princijile  ?  But  the  diminished 
Bt*ale  of  all  safe  gains,  inclines  persons  to  give  a  ready  ear  to 
any  projects  wldch  hold  out,  thougli  at  the  risk  of  loss,  the 
hope  of  a  higlier  rate  of  profit;  and  speculations  ensue, 
which,  with  the  subsequent  revulsions,  dei^troy,  or  transfer 
to  foreigners,  a  considerable  amount  of  capital,  produce  a 
temporary  rise  of  interest  and  profit,  make  room  for  fresh 
accnnudations,  and  the  same  I'oond  is  reco nun enced. 

Tliis,  doubtless,  is  one  considerahle  cause  which  arrests 
profits  in  their  descent  to  the  minimum,  by  sweeping  away 
from  time  to  time  a  part  of  the  accumulated  ma^s  by  which 
they  are  lurced  down.  But  this  is  nut,  as  might  be  inferred 
from  the  hmguage  of  some  writej*s,  the  principal  cause*  If 
it  were,  the  capital  of  tlie  country  would  not  increase  ;  but  M 
in  England  it  does  increase  greatly  and  rapidly*  This  is 
shown  by  the  incrcLising  liroductivenesis  of  almost  all  taxes, 
by  the  continual  growth  of  all  the  signs  of  national  wealth,  ■ 
and  by  the  rajud  increase  of  population,  while  the  condition 
of  the  lahourers  certainly  is  not  on  the  whole  declining 
These  things  prove  tliat  each  commercial  revulsion,  how- 
ever disastrous,  is  very  far  from  destroying  all  the  capital 
which  has  been  added  to  the  accumulations  of  the  country 
since  the  last  revulsion  preceding  it,  and  that,  invariably, 
room  is  either  found  or  made  for  the  profitable  empli>yment 
of  a  perpetually  increasing  capital,  consistently  with  not 
forcing  down  profits  to  a  lower  rate* 
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liave  tlie  efleet  of  extending  wliat  Mr.  \Takt'fiL4d  terms  the 
field  of  employment,  that  is^  they  enable  a  gi^eater  amount 
of  capital  to  be  accuranlated  and  employed  witlioiit  depress- 
ing the  rate  of  profit :  pro%  ided  always  that  tliey  do  not 
raise,  to  a  pj'oportiooal  extent,  the  habits  and  ri^cpiirements 
of  tlie  labonrer.  If  tlie  labonring  class  gain  the  full  advan- 
tage of  the  increaj^ed  cheapness,  in  other  words,  if  money 
wages  do  not  fall,  profits  are  nut  raised,  nor  their  fall  re- 
tai'ded.  But  if  the  labourers  people  up  to  the  improvement 
ill  their  condition,  and  so  relapse  to  their  previous  state, 
profits  will  rise.  All  inventious  which  cheapen  any  of  the 
things  consumed  by  the  labourers,  unless  their  requirements 
are  raised  in  an  equivalent  degree,  in  time  lower  money 
wages:  and  by  doing  so,  enable  a  greater  capital  to  be 
accuumlated  and  employed,  before  profits  fall  back  to  vvliat 
they  were  previously. 

Improvements  whieli  only  affect  things  consuuaed  exclu- 
sively by  the  riclier  claBses,  do  not  operate  precisely  in  the 
same  manner*  The  cheapening  of  lace  or  velvet  has  no 
effect  in  diminishing  the  cost  of  labour  ;  and  no  mode  can 
be  pointed  out  in  which  it  can  raise  the  rate  of  profit,  so  as 
to  make  room  for  a  larger  capital  before  the  minimum  is 
attained.  It,  however,  produces  an  effect  which  is  virtually 
equivalent ;  it  lowers,  or  tends  to  lower,  the  minimum  itself. 
Ib  the  fii'st  place,  increased  cheapness  of  articles  of  con- 
sumption promotes  the  inclination  to  save,  by  affording  to 
all  consumers  a  surplus  which  they  may  lay  by,  consist- 
ently with  their  accustomed  manner. of  living;  and  unless 
they  were  previously  suffering  actual  hardships,  it  will 
require  little  self-denial  to  save  some  part  at  least  of  tliis 
surplus.  In  the  next  place,  whatever  enables  people  to  live 
equally  well  on  a  smaller  income,  inclines  them  to  lay  by 
capital  for  a  lower  rate  of  profit.  If  people  can  live  on  an 
independence  of  5001.  a  year  in  the  same  manner  as  they 
formerly  could  on  one  of  1000^.,  some  persons  will  be  in- 
i  duced  to  save  in  hopes  of  the  one,  who  would  have  been 
I     deterred  by  the  more  remote  prospect  of  the  other.     All 
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improvements,  therefore,  in  the  prodoction  of  almost  any 
commodity,  tend  in  some  degree  to  widen  the  interval  which 
has  to  be  passed  before  arriving  at  the  stationaiy  state: 
but  this  effect  belongs  in  a  much  greater  degree  to  the  im- 
provements which  affect  the  articles  consumed  by  the  la-  ■ 
bourer,  since  tliese  conduce  to  it  in  two  ways  ;  they  induce 
people  to  accumulate  for  a  lower  profit,  and  they  also  raise 
the  rate  of  profit  itself* 


I 


§  7.  Equivalent  In  effect  to  improvements  in  production, 
is  the  acquiiiition  of  any  new  power  of  obtaining  cheap  com* 
raodities  from  foieign  countries.  If  neces^ries  are  cheap- 
ened, whether  they  are  so  by  improvements  at  home  or  im- 
portation  from  abroad,  is  exactly  tlie  same  thing  to  wages^ 
and  profits*  Unless  the  labourer  obtains,  and  by  an  im- 
provement of  his  habitual  standard,  keeps,  the  whole  benefit, 
the  cost  of  labour  is  lowered,  and  the  rate  of  profit  raised. 
As  long  as  food  can  continue  to  be  imported  for  an  increas-  ■ 
ing  population  without  au}'  diminution  of  cheapness,  so  long 
the  declension  of  profits  through  the  increase  of  population 
and  capital  ia  arrested,  and  accumulation  may  go  on  with- 
out making  the  rate  of  profit  draw  nearer  to  tlie  minimum. 
And  on  this  ground  it  is  believed  by  some,  that  the  repeal 
of  the  corn  laws  has  opened  to  this  country  a  long  era  of 
rapid  increase  of  capital  with  an  undiminished  rate  of 
profit. 

Before  inquiring  whether  this  expectation  is  reasonable, 
one  remark  must  be  made,  which  is  much  at  variance  with 
commonly  received  notions.  Foreign  trade  does  not  neces- 
sarily increase  the  field  of  employment  for  capital.  It  is 
not  the  mere  opening  of  a  market  for  a  country's  produc- 
tiaiiBj  that  tends  to  raise  the  rate  of  profits.  If  notliing 
were  obtained  in  exchange  for  those  productions  but  the 
luxuries  of  the  rich,  the  expenses  of  no  capitalist  would  be  ■ 
diminished ;  profits  would  not  be  at  all  raised,  nor  room 
made  for  the  accumulation  of  more  capital  without  submit- 
ting to  a  reduction  of  profits  :  and  if  the  attainment  of  the 
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stationarv  state  were  at  all  retarded,  it  would  onlv  be 
because  the  diminished  cost  at  which  a  certain  degree  of 
luxury  could  be  enjoyed,  might  induce  people,  in  that  pros- 
pect, to  make  fresh  savings  for  a  lower  profit  than  they  for- 
merly were  willing  to  do.  When  foreign  trade  makes  room 
for  more  eapital  at  the  same  profit,  it  is  by  enabling  the 
necessaries  of  life,  or  the  habitual  articles  of  the  labourer's 
couBiimption,  to  be  obtained  at  smaller  cost.  It  may  do 
tliis  in  two  ways ;  by  the  importation  either  of  those  com- 
modities themselves,  or  of  the  means  and  appliances  for 
prodncing  them.  Cheap  iron  has,  in  a  certain  measure,  the 
same  eifect  on  profits  and  the  cost  of  labour  as  cheap  corn, 
because  cheap  iron  makes  cheap  tools  for  agriculture  and 
cheap  machinery  for  elothiug.  But  a  foreign  trade  which 
neither  directly,  nor  by  any  indirect  consequence,  increases 
the  cheapness  of  anything  consumed  by  the  labourers,  does 
not,  any  more  than  an  invention  or  discovery  in  the  like 
case,  tend  to  raise  profits  or  retard  their  fall  ;  it  merely 
substitutes  the  production  of  goods  for  foreign  markets,  in 
the  room  of  the  home  production  of  luxuries,  leaving  the 
employnieut  for  capital  neither  greater  nor  less  than  before. 
It  is  true,  that  there  is  scarcely  any  export  trade  which,  in 
a  country  that  already  imports  necessaries  or  materials, 
comes  within  these  conditions  :  for  every  increase  of  exports 
enables  the  country  to  obtain  all  its  imports  on  cheaper 
terms  than  before. 

A  country  which,  as  is  now  the  case  with  England, 
admits  food  of  all  kinds,  and  all  necessaries  and  tlie  mate- 
rials of  necessaries,  to  be  freely  imported  from  all  parte  of 
the  world,  no  longer  depends  on  the  fertility  of  her  own 
soil  to  keep  up  her  rate  of  profits,  but  on  tie  soil  of  the 
whole  world.  It  remains  to  consider  Iiow  far  this  resource 
can  be  counted  upon  for  making  head  during  a  very  long 
period  against  the  tendency  of  profits  to  dech'ne  as  capital 
increases. 

It  must,  of  course,  be  supposed  that  with  the  increase  of 
capital,  population  also  increases  ;  for  if  it  did  not,  the  cou- 
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sequent  rise  of  wages  would  bring  down  proHtg,  in  spite  of 
any  cheapness  of  food.  Suppose  then  that  the  population 
of  Great  Britain  goes  on  increasing  at  its  present  rate,  and 
demands  every  year  a  BU}>ply  of  imported  food  considerably 
beyond  that  of  the  year  preceding,  Tlxis  annual  increase  in 
the  food  demanded  from  the  exporting  countries,  can  only 
be  obtained  either  by  great  improvements  in  their  agri- 
culture^  or  by  the  application  of  a  great  additional  capital  to 
the  growth  of  food.  The  tbnuer  is  likely  to  be  a  very  slow 
process,  from  the  rudeness  and  ignorance  of  the  agi'icnltnral 
classes  in  the  food-exporting  countries  of  Europe,  wdiilc  the 
British  colonies  and  the  United  States  are  already  in  pos- 
session of  most  of  the  improvements  yet  made,  so  far  as 
suitable  to  their  circnmstances.  There  remains  as  a  re- 
source, the  extension  of  cuUivation.  And  on  this  it  is  to  be 
remarked,  that  the  capital  by  wliich  any  siicli  extension  caii 
take  place,  is  mostly  still  to  be  created.  In  Poland,  Russia, 
Hungary,  Spaiti,  the  increase  of  capital  is  extremely  slow. 
In  America  it  is  rapid,  but  not  more  rapid  than  the  popula- 
tion. The  principal  fnnd  at  present  available  for  supplying 
this  country  with  a  yearly  increasing  importation  of  food,  is 
that  portion  of  the  annual  savings  of  America  which  has 
hereto  tore  been  applied  to  increasing  the  manufacturing 
establishments  of  the  United  States,  and  wdiich  tree  trade  in 
corn  may  possibly  divert  from  that  purpose  to  growing  tbod 
for  our  market.  TIjis  limited  source  of  supply,  unless  great 
improvements  take  place  in  agriculture,  cannot  be  expected 
to  keep  pace  with  the  growing  demand  of  so  rapidly  in- 
creasing a  population  as  that  of  Great  Britain  j  and  if  our 
population  and  cajjital  continue  to  increase  with  their  pres- 
ent rapidity,  the  only  mode  in  which  food  can  continue  to 
be  supplied  cheaply  to  the  one,  is  by  sending  the  other 
abroad  to  produce  it. 


g  8*  This  brings  ns  to  the  last  of  the  counter-forces 
which  clieck  the  downward  tendency  of  profits  in  a  country 
whose  capital  increases  faster  than  that  of  its  neighbours,  and 
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wliose  profits  are  therefore  nearer  to  the  iniiiiniuuT.  This 
is,  the  perpetual  overflow  of  capital  into  colonies  or  foreign 
countries,  to  seek  higher  profits  than  can  he  ohtained  at 
home.  I  helieve  this  to  have  been  for  many  years  one  of 
the  principal  causes  by  which  the  dechne  of  profits  in  Eng- 
land has  been  arrested.  It  has  a  twofold  operation.  In  the 
lirst  place,  it  does  what  a  fire,  or  an  inundation,  or  a  com- 
mercial crisis  would  have  done  :  it  carries  off  a  part  of  tlie 
increase  of  capital  from  which  the  reduction  of  profits  pro- 
ceeds. Secondly,  the  capital  so  carried  off  is  not  lost,  but 
16  ehiefiy  employed  either  in  founding  colonies^  which  be- 
come lai^ge  exporters  of  cheap  agricultural  produce,  or  in 
exteuding  and  perhaps  improving  the  agriculture  of  older 
communities.  It  is  to  the  emigration  of  English  capital, 
that  we  have  chiefly  to  look  for  keeping  up  a  supply  of 
cheap  food  and  cheap  materials  of  clothing,  propoitituuil  to 
the  increase  of  our  population  :  thus  enabling  an  increasing 
capital  to  find  employment  in  the  country,  without  reduc- 
tion of  profit,  in  producing  manufactured  articles  with  which 
to  pay  for  tins  supply  of  raw  produce.  Thus,  the  exporta- 
tion of  capital  is  an  agent  of  great  efficacy  in  extending  the 
field  of  employment  for  that  which  remains :  and  it  may  be 
said  truly  that,  up  to  a  certain  point,  tlie  more  ca|>ital  we 
send  away,  the  more  we  shall  possess  and  be  able  to  retain 
at  liome. 

In  countries  winch  are  further  advanced  in  industry  and 
population,  and  have  therefore  a  lower  rate  of  profit,  than 
othei*s,  there  is  always,  long  before  the  actual  minimum  is 
reached,  a  practical  niitnmum,  viz.  when  profits  have  fallen 
60  much  below  what  they  are  elsewhere,  that,  were  they  to 
fall  lower,  all  further  accumulations  would  go  abroad.  In 
the  pi'esent  state  of  the  industry  of  the  world,  when  there  is 
occasion,  in  any  rich  and  improving  country,  to  take  the 
minimum  of  profits  at  all  into  consideration  for  practical 
purposes,  it  is  only  this  practical  minimum  that  needs  be 
considered.  As  long  as  there  are  old  countries  where  capi- 
tal increases  very  rapidly,  and  new"  countries  where  profit 
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Is  still  high,  profits  in  the  old  countries  will  not  sink  to  the 
rate  which  would  put  a  stop  to  accumulation ;  the  fall  is 
stopped  at  the  point  which  sends  capital  abroad.  It  is  only, 
however,  by  improvements  in  production,  and  even  in  the 
production  of  things  consumed  by  labourers,  that  the  capital 
of  a  country  like  England  is  prevented  from  speedily 
reaching  that  degree  of  lowness  of  profit,  which  would 
cause  all  further  savings  to  be  sent  to  find  employment  in 
the  colonies,  or  in  foreign  countries. 


CHAPTEE  V. 

COXSEQUINCES  OF  THE  TENDENCY  OF  PROFITS  TO 
A  MINIMUM. 


§  1.  The  theory  of  the  effect  of  acciimiilatioii  on  prof- 
its, laid  down  in  tlie  preceding  chapter,  materially  alters 
many  of  the  practical  conclusions  which  might  otherwise  be 
finpposed  to  follow  from  the  general  principles  of  Political 
Economy,  and  which  were,  indeed^  long  admitted  as  true 
by  the  highest  authorities  on  the  subject. 

It  must  greatly  abate,  or  rather,  altogether  destroy,  in 
countries  where  profits  are  low,  the  immense  importance 
which  used  to  be  attached  by  political  economists  to  the 
effects  which  an  event  or  a  measure  of  goTernment  might 
have  in  adding  to  or  subtracting  from  the  capital  of  the 
country.  We  have  now  seen  that  the  lowness  of  pi'ofits  is  a 
proof  that  the  spirit  of  accumulation  is  so  active,  and  that 
the  increase  of  capital  has  proceeded  at  so  rapid  a  rate,  as 
to  outstrip  the  two  counter-agencies,  improvements  in  pro- 
duction, and  increased  supply  of  cheap  necessaries  from 
abroad  :  and  that  unless  a  considerable  portion  of  the 
annual  increase  of  capital  were  either  periodically  de- 
stroyed, or  exported  for  foreign  investment,  the  country 
would  speedily  attain  the  point  at  which  further  accumula- 
tion would  cease,  or  at  least  spontanconsly  slacken,  so  as  no 
longer  to  overpass  the  march  of  invention  in  the  arts  which 
produce  the  necessaries  of  lite.  In  such  a  state  of  things 
as  this,  a  sudden  addition   to  the  capital  of  the  countq 


niiaf-rompanied  b)"  any  increase  of  prodiuitive  power,  would 
bo  Lmt  of  transitory  duration ;  siiu^e  by  depressing  profita 
and  interest,  it  would  either  diminish  by  a  corresponding 
amount  the  savings  wiiidi  would  be  made  from  int-ome  in. 
the  year  or  two  following,  or  it  would  cause  an  equivalent 
amount  to  be  sent  abroad,  or  to  he  wasted  in  rash  specula- 
tions. Neither,  on  the  other  liandj  would  a  sudden  abstrac- 
tion of  capital,  unless  of  inordinate  amount,  have  any  i-eal 
effect  in  impoverishing  the  country.  After  a  few  nionths^ 
or  years,  there  would  exist  in  tlie  country  just  as  mneh  cap- 
ital as  if  none  had  been  taken  away.  The  abstraction,  by 
raising  profits  and  interest,  would  give  a  fresh  stimulus  to 
the  accumulative  principle,  which  would  speedily  fill  up  the 
vacuum.  Probably,  indeed,  the  only  effect  that  would 
ensue,  would  be  that  for  some  time  afterwards  less  capital 
would  be  exported,  and  less  thrown  away  in  hazardous 
speculation. 

In  tlie  first  place,  then,  this  view  of  things  greatly  weak* 
eus,  in  a  wealthy  and  iudustrious  country,  the  force  of  the 
economical  argument  against  the  expenditure  of  public 
money  for  really  valuable,  even  though  industriously  unpro- 
ductive, purposes.  If  for  any  great  object  of  justice  or 
philauthropic  policy,  such  as  the  industrial  regeneration  of 
Ireland,  or  a  comprehensive  measure  of  colonisation  or  of 
public  education,  it  were  proposed  to  raise  a  large  sum  by 
way  of  loan,  politicians  need  not  demur  to  tlie  abstraction 
of  so  much  capital,  as  tending  to  dry  up  the  permanent 
soiu'ces  of  the  country's  wealth,  and  diminish  the  fund 
which  su))plies  tlie  subsistence  of  the  labouring  population. 
Tlie  utmost  expense  which  could  be  reqnisite  for  any  of 
these  purposes,  would  not  in  all  probability  deprive  one 
labourer  of  employment,  or  diminish  the  next  year's  pro- 
duction by  one  ell  of  cloth  or  one  bushel  of  grain.  In  poor 
countries,  the  capital  of  the  country  requires  the  legislator 'a 
sedulous  <i&Te  ;  he  is  bound  to  be  most  cautious  of  encroach- 
ing upon  it,  and  should  favour  to  the  utmost  its  accumulation 
at  }iome,  and  its  introduction  from  abroad.     But  in  rich^ 
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popiiloiiSj  and  Iiiglily  cultivated  eoiintries,  it  is  not  cnpital 
whicli  is  the  deticient  element,  but  fertile  land  ;  and  what 
the  legidator  should  desire  and  promote,  is  not  a  greater 
aggregate  saving,  but  a  greater  return  to  savings,  either 
by  improved  eullivation,  or  by  access  to  the  produce  of 
more  fertile  lands  in  other  parts  of  the  globe.  In  such 
conntries,  the  government  nniy  take  any  moderate  jK^rtion 
of  the  capital  of  the  country  and  expend  it  m  revenue, 
without  affecting  the  national  wealth :  the  whole  being 
either  drawn  trom  that  portion  of  the  annual  savings  which 
would  otherwise  be  sent  abroad,  or  being  subtracted  from 
the  unproductive  expenditure  of  individuals  for  the  next 
year  or  two,  since  every  million  spent  makes  room  for 
another  million  to  be  saved  before  reaching  the  overflowing 
point  When  the  object  in  view  is  worth  the  sacriiice  of 
such  an  amount  of  the  expenditure  that  furnishes  the  daily 
enjoyments  of  the  people,  the  only  well-grounded  economi- 
cal objection  against  taking  the  necessary  fonds  directly 
from  cajiitaL  consists  of  the  inconveniences  attending  the 
process  of  raising  a  revenue  by  taxation,  to  pay  the  interest 
of  a  debt. 

The  same  considerations  enable  us  to  throw  aside  as 
unworthy  of  regard,  one  of  the  common  arguments  against 
emigration  as  a  means  of  relief  for  the  labouring  class. 
Emigration,  it  is  said,  can  do  no  good  to  the  labourers,  if^ 
in  order  to  defray  the  cost,  as  much  must  be  taken  away 
from  the  capital  of  the  country  as  from  its  population. 
That  any  flung  like  this  proportion  could  require  to  be  ab- 
stracted from  ca]>ital  for  the  purpose  even  of  the  most  ex- 
tensive  colonization,  few,  I  should  think,  would  now  assert: 
but  even  on  that  untenable  supposition,  it  is  an  eiTor  to 
suppose  that  no  benefit  would  be  confen-ed  on  the  lal)Ouring 
class.  If  one-tenth  of  the  labouring  jieople  of  England  were 
transferred  to  the  colonies,  and  akjng  with  tliem  one-tenth 
of  the  circulating  capital  of  the  country,  either  wages,  or 
profits,  or  both,  would  be  greatly  benefited,  by  the  dimin- 
ished pressure  of  capita!  and  population  upon  the  feYl\V\\,^  v^l 
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the  land.  There  wonld  be  a  reduced  demand  for  food  :  the 
inferior  arable  lands  woald  be  thrown  out  of  cultivation, 

and  would  become  pasture ;  the  superior  would  be  cul- 
tivated less  highly,  but  ^itli  a  greater  proportional  return  ; 
food  would  be  lowered  in  price,  and  thoiiglj  money  wages 
would  not  rise,  every  labourer  would  be  considerably  im- 
proved in  circumstances ;  an  improvement  which,  if  no 
increasefl  stimulus  to  population  and  fall  of  wages  ensued, 
would  be  pemianent ;  while  if  there  did,  profits  would  rise, 
and  accumulation  start  forward  so  as  to  repair  the  loss  of 
<!aiiitah  Tlie  landlords  alone  would  sustain  some  loss  of 
income ;  and  even  they,  only  if  colonization  went  to  the 
length  of  actually  diminishing  capital  and  population,  but 
not  if  it  merelv  carried  off  the  annual  increase. 
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§  2.  From  the  same  principles  we  are  now  able  to 
arrive  at  a  final  conclusion  respecting  the  effects  which 
machinery,  and  generally  the  sinking  of  capital  for  a  pro- 
ductive puii^ose,  produce  upon  the  immediate  and  ultimate 
interests  of  the  hU>OMring  class.  Tlie  characteristic  property 
of  this  class  of  industrial  improvements  is  the  conversion  of 
circulating  capital  into  fixed  :  and  it  was  shown  in  the  first 
Book,*  that  in  a  country  where  capital  accumulates  slowly, 
the  introduction  of  machinery,  permanent  improvements  of 
land,  and  the  like,  might  be,  for  the  time,  extremely  inju- 
rious; since  the  capital  so  employed  might  be  directly 
taken  from  the  wages  fund,  the  subsistence  of  the  people 
and  the  employment  for  labour  curtailed,  and  the  gross 
annual  produce  of  the  country  actually  diminished.  But  in 
a  country  of  great  annual  savings  and  low  profits,  no  such 
-effects  need  be  apprehended.  Since  even  the  emigration 
of  capital,  or  its  xm productive  expenditure,  or  its  absolute 
waste,  do  not  in  such  a  country,  if  confined  within  any 
moderate  bounds,  at  all  diminish  the  aggregate  amount  of  ■ 
tlie  wages  fund — i^till  less  can  the  mere  conversion  of  a  like 
eum  into  fixed  capital,  which  continues  to  he  productive,  have 

♦  Supra,  vvL  L  p.  l^a. 
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that  effect.  It  merely  draws  off  at  one  orifice  wliat  was 
already  flowing  out  at  another ;  or  if  not,  tlie  greater  vacant 
space  left  in  the  reservoir  does  but  cause  a  greater  quantity 
to  flow  in.  Accordingly,  in  Bpite  of  the  mischievous  de- 
rangements of  the  money-market  wliieh  have  been  occa- 
sioned by  the  great  sums  in  process  of  being  sunk  in  rail- 
waySj  I  cannot  agree  with  those  who  apprehend  any  mis- 
chief, from  this  soiircej  to  tlie  productive  resonrces  of  the 
country.  Not  on  the  absurd  ground  (wliieh  to  any  one  ac- 
quainted with  the  elements  of  the  subject  needs  no  confuta- 
tion) that  railway  expenditure  is  a  mere  transfer  of  capital 
from  hand  to  hand,  by  which  nothing  is  lost  or  destroyed. 
This  is  true  of  what  is  spent  in  the  purchase  of  the  land  j  a 
portion  too  of  what  is  paid  to  parliamentary  agents,  counsel, 
engineers,  and  surveyors,  is  saved  by  those  who  receive  It, 
and  becomes  capital  again :  but  what  is  laid  out  in  the 
6onA  fide  construction  of  the  railway  itself,  is  lost  and  gone  ; 
when  once  expended,  it  is  incapable  of  ever  being  paid  in 
-wages  or  applied  to  the  maintenance  of  labourers  again  ;  as 
a  matter  of  account,  the  result  is  that  so  much  food  and 
clothing  and  tools  have  been  consumed,  and  the  country 
has  got  a  railway  instead,  Bnt  what  I  would  urge  is,  that 
sums  so  applied  are  mostly  a  mere  appropriation  of  the  an- 
nual overflowing  which  would  otherwise  have  gone  abroad, 
or  been  thrown  away  unprofitahly,  leaving  neither  a  rail- 
way nor  any  other  tangible  result.  Tlie  railway  gambling 
of  1844  and  1845  probably  saved  the  country  from  a  de- 
pression of  profits  and  interest,  and  a  rise  of  all  public  and 
private  securities,  which  would  have  engendered  still  wilder 
speculations,  and  when  the  effects  came  afterwards  to  be 
complicated  by  the  scarcity  of  food,  would  have  ended  in  a 
still  more  formidable  crisis  than  was  experienced  in  the 
years  immediately  following.  In  the  poorer  countries  of 
JEurope,  the  rage  for  railway  construction  might  have  had 
worse  consequences  than  in  England,  were  it  not  that  in 
those  countries  such  enterprises  are  in  a  great  measure 
carried  on  by  foreic^n  cn|)itiih     Tlie  railway  operations  of 
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tlie  various  nations  of  the  world  may  be  looked 
a  sort  of  competition  for  the  ovei*flowing  capital  of  the 
countries  where  profit  is  low  and  capital  abundant,  as  Eng- 
land and  Iloihmd.  The  English  railway  speetilations  are  a 
struggle  to  keep  our  annual  inLTeaBo  of  capital  at  home ; 
those  of  foreign  countries  are  an  efibit  to  obtain  it,* 

It  already  appeam  frum  these  considerations,  that  the 
con  version  of  eireu  Idling  capital  into  tixed,  whether  by 
railways,  or  manufactories,  or  ships,  or  machinery,  or 
canals,  or  mines,  or  works  of  drainage  and  irrigation,  is  not 
likely,  iu  any  ricli  country,  to  diminish  the  gross  produce 
or  the  amount  of  employment  for  labour.  How  much  tlien 
is  the  ease  etrengtlieued,  when  we  consider  thiit  these  trans- 
formations of  capital  are  of  the  nature  of  iuiprovemeiits  iu 
production,  which,  instead  of  ultimately  diminishing  circula- 
ting capital,  are  the  necessary  conditions  of  its  increase,  since 
they  alone  enable  a  country  to  possess  a  constantly  aug- 
menting capital,  without  reducing  j»rofits  to  the  rate  which 
would  cause  accumulation  to  stop,  Tliere  is  liardly  any  in- 
crease of  fixed  capital  which  does  not  enable  tlie  country  to 
contain  eveotnally  a  larger  circulating  capital,  than  it  other- 
wise could  possess  and  employ  witliin  its  ovrn  limits ;  for 
there  is  hardly  any  creation  of  fixed  capital  which,  when  it 
proves  suceeesftd,  does  not  cheapen  the  articles  on  which 
wages  are  habitually  expended.  All  capital  sunk  in  the 
permanent  improvement  of  land  lessens  the  cost  of  food  and 
mateilals ;  almi)st  all  improvements  in  machinery  cheapen 
the  labourer's  el o tiling  or  lodging,  or  the  tools  with  which 
the&e  are  made;  improvements  in  locomotion,  such  as  rail- 
ways, cheapen  to  the  consumer  all  things  which  are  brought 
from  a  distance.  All  these  improvements  make  the  labour 
ers  better  oiF  with  the  same  money  wages,  better  oif  if  they 
do  not  increase  their  rate  of  rauttiplication.     But  if  they  do, 

*  It  is  hardly  needlul  to  point  out  how  fuMy  thfy  rjimarks  in  the  text  (which 

^1  have  ]el\i  08  they  originally  auiod)  Imvo  been  vt'^rvHed  by  subsequent  facts.    The 

vnpital  of  the  eounti  y,  far  from  having  been  hi  any  de|y^ree  impaired  by  the  lajge 

imoaiit  aunk  in  railway  constvuctloo^  was  soon  again  overflowing. 
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and  wages  coiisequentlj  fall,  at  least  profits  rise,  and,  wliilo 
accfiniulation  receives  an  immediate  stimulus,  room  is  made 
for  a  greater  amount  of  capital  before  a  sufficient  motive 
arises  for  eending  it  abroad.  Even  the  improvements  which 
do  not  cheapen  the  things  consumed  by  tlie  labourer,  and 
which,  thereforej  do  not  raise  profits  nor  retain  capital  in 
the  coimtiy,  neveithelcss,  as  we  have  seen,  by  lowering 
the  minimum  of  profit  for  which  people  will  nltimately  con- 
sent to  save,  leave  an  ampler  margin  than  previously  for 
eventual  accnmulationj  before  arriving  at  the  stationary 
state. 

We  may  conclude,  then,  tliat  improvements  in  produc* 
tion,  and  emigration  of  capital  to  the  more  fertile  soils  and 
nnworkcd  mines  of  the  uninhabited  or  thinly  peopled  parts 
of  the  globe,  do  not,  as  appears  to  a  superficial  view,  dimin- 
ish the  gross  produce  and  the  demand  for  labour  at  home, 
bnt,  on  the  contraiy,  are  wdiat  we  have  chiefly  to  depend  on 
for  increasing  both,  and  are  even  the  necessary  conditions  of 
any  great  or  prolonged  augmentation  of  either.  Nor  is  it 
any  exaggeration  to  say,  that  within  certain,  and  not  very 
narrow,  limits,  the  more  capital  a  eoimtry  like  England 
expends  in  these  two  ways,  the  more  8he  will  have  left* 


CHAPTEE  VI. 


OF  THE  STATIOXART  STATE. 


I  1.  The  preceding  chapters  comprise  the  general 
theory  of  the  economical  progress  of  society,  in  the  sense 

in  wliieh  those  terms  are  commonly  understood  ;  the  prog- 
resB  of  capital,  of  popalatioo,  and  of  the  productive  arts. 
But  in  coEteinplating  any  progressive  movement,  not  in  it& 
nature  unlimited,  the  mind  is  not  satisfied  with  merely  trac- 
ing  the  laws  of  the  movement ;  it  cannot  hut  ask  the  further 
question,  to  what  goal  ?  Towards  what  ultimate  point  ia 
society  tending  by  its  industrial  progress  ?  When  the  prog- 
ress ceases,  in  what  condition  are  we  to  expect  that  it  will 
leave  mankind  ? 

It  must  always  have  been  seen,  more  or  less  distinctly, 
by  political  economists,  that  the  increase  of  wealth  is  not 
boundless :  that  at  the  end  of  what  they  teim  the  pro- 
gressive state  lies  the  stationary  state,  that  all  progress  in 
wealth  IS  but  a  postponement  of  this,  and  that  each  step  in 
advance  is  an  approach  to  it.  We  have  now  been  led  to 
recognize  that  this  ultimate  goal  is  at  all  times  near  enough 
to  be  fully  in  view  ;  that  we  are  always  on  the  verge  of  it, 
and  that  if  we  have  not  reached  it  long  ago,  it  is  because 
the  goal  itself  flies  before  us.  The  richest  and  most  pros- 
perous countries  would  very  soon  attain  the  stationary 
state  J  if  no  further  improvements  were  made  in  the  pix)- 
ductive  arts,  and  if  there  were  a  suspension  of  the  overflow 
of  capital  from  those  eouDtries  into  the  uncultivated  or  ill- 
cultivated  regions  of  the  earth. 
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This  impossibility  of  nltiiiiately  avoiding  the  stationary 
state — this  in-esistible  necessity  that  the  stream  of  luminn 
industry  should  finally  spread  itseK  ont  into  an  a]>parently 
stagnant  sea — must  iiave  been,  to  the  political  economists 
of  the  last  two  generationSj  an  nnpleasing  and  discouraging 
prospect  J  for  the  tone  and  tendency  of  their  specnlations 
goes  completely  to  identify  all  that  is  economically  desirable 
with  the  progressive  state,  and  with  that  alone.  With  Mr, 
M'Culloch^  for  example,  prosperity  does  not  mean  a  largo 
prodnction  and  a  good  distribution  of  wealth,  but  a  rapid 
increase  of  it  j  his  test  of  prosperity  is  high  profits  ;  and  as 
the  tendency  of  that  very  increase  of  wealthy  which  he  calls 
prosperity,  is  towards  low  profits,  economical  progress,  ac- 
cording to  hijii,  must  tend  to  the  extinction  of  prosperity* 
Adam  Smith  always  assumes  that  the  condition  of  the  mass 
of  the  people,  though  it  may  not  be  positively  distressed, 
mnst  be  pinched  and  stinted  in  a  stationary  condition  of 
wealth,  and  can  only  be  satisfactory  in  a  progressive  state. 
The  doctrine  that,  to  however  distant  a  time  incessant 
Btrnggling  may  put  off  our  doom,  the  progress  of  society 
must  ''end  in  shallows  and  in  miseries,'*  far  from  being,  as 
many  people  still  believe,  a  wicked  invention  of  Mr*  Mah 
thus,  was  either  expressly  or  tacitly  affirmed  by  his  most 
distinguished  predecessors,  and  can  only  be  succe&rifnlly 
combated  on  his  principles.  Before  attention  had  been 
directed  to  the  principle  of  population  as  the  active  force  in 
determining  the  remuneration  of  labour,  the  increase  of 
mankind  was  virtually  treated  as  a  constant  quantity  :  it 
was,  at  all  events,  assumed  that  in  the  natural  and  normal 
state  of  human  afiairs  population  must  constantly  increase, 
from  which  it  followed  that  a  constant  increase  of  the  means 
of  support  was  essential  to  the  phyrieal  comfort  of  the  mass 
of  majikind,  Tlie  pnblication  of  Mr.  Mallhus'  Essay  is  the 
era  from  whicli  better  views  of  this  subject  must  be  dated ; 
and  notwithstanding  the  acknowledged  errors  of  his  first 
edition,  few  writers  have  done  more  than  liimself,  in  the 
subsequent  editions,  to  promote  tliese  jnster  and  more  hope- 
ful anticipations. 
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Even  in  a  progressive  state  of  capital,  in  old  countries,  a 
conscientious  or  prudential  restraint  on  population  is  indis- 
pensable, to  prevent  tlie  increase  of  numbers  from  on t strip- 
ping the  inerense  of  capital,  and  tlie  condition  of  the  classes 
who  are  at  the  bottom  of  society  from  being  deteriorated. 
Where  there  is  not,  in  the  people,  or  in  some  very  large  pro- 
portion of  themj  a  resohite  resistance  to  this  deterioration — 
a  determination  to  preserve  an  established  standard  of  com-  I 
foil — the  condition  of  the  poorest  class  sinks,  even  in  a  pro* 
gressive  state,  to  t!ie  lowest  point  which  tliey  will  consent 
to  endiu-e.  The  same  detennination  would  be  equally 
eSectnal  to  keep  np  their  condition  in*  the  stationary  state,  M 
and  wunld  be  quite  as  likely  to  exist.  Indeed^  even  now,  ' 
the  countries  in  which  the  greatest  prudence  is  manifested 
in  the  regulating  of  population,  are  often  those  in  wliicli 
€ai>ital  increases  least  rapidly.  Where  there  is  an  indefinite 
prospect  of  employment  for  increased  numbers,  thei^e  is  apt 
to  appear  less  necessity  for  prudential  restraint.  If  it  were 
evident  that  a  new  hand  could  not  obtain  employment  but 
by  displackig,  or  succeeding  to,  one  already  employed,  the 
combined  influences  of  pnidence  and  public  opinion  might  in 
some  measure  be  relied  on  for  restricting  the  coming  genera- 
tion within  the  numbers  necessary  for  replacing  the  present* 


y//  §  2,  I  cannot,  therefore,  regard  the  stationary  state  of 
^  capital  and  wealth  with  the  unafiected  aversion  so  generally 
manifested  towards  it  by  political  economlBts  of  the  old 
scliooL  I  am  inclined  to  believe  that  it  would  be,  on  the 
whole  J  a  very  considert^ble  improvement  on  our  present 
condition.  I  confess  I  am  not  charmed  with  the  ideal  of 
life  held  out  by  those  who  think  that  the  normal  state  of 
human  beings  is  that  of  struggling  to  get  on  ;  that  the 
trampling,  ei-ushing,  elbowing,  and  treading  on  each  other's 
heels,  wlueh  form  the  existing  type  of  social  life,  are  the 
most  desirable  lot  of  human  kind,  or  anything  but  the  dis- 
agreeable symptoms  of  one  of  the  phases  of  industrial  prog- 
ress,    Tlie   northern  and    middle  states  of  America  are  a 
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Specimen  of  this  stage  of  civilizatiou  in  very  favourable  eir- 
eiimstances  ;  having,  apparently,  got  rid  of  all  sot-ial  injust- 
ices and  inequalities  that  affect  persons  of  Caucasian  race 
and  of  the  nmle  sex,  while  the  proportion  of  population  to 
capital  and  land  is  such  as  to  ensure  abundance  to  every 
able-bodied  member  of  the  community  who  does  not  forfeit 
it  by  misconduct.  They  have  the  six  points  of  C!iartism, 
and  they  have  no  poverty  :  and  all  that  these  advantages 
seem  to  have  yet  done  for  them  (notwithstanding  some 
incipient  signs  of  a  better  tendency)  is  that  the  life  of  the 
whole  of  one  sex  is  devoted  to  dollar-hunting,  and  of  the 
other  to  breeding  dollar-hunters.  This  is  not  a  kind  of 
social  perfection  w^hich  philiitithropists  to  come  w^ill  feel  any 
very  eager  desire  to  assist  in  realizing.  Moat  fittiug,  indeed, 
is  it,  that  while  riches  are  power,  and  to  grow  as  rich  as  pos- 
sible  the  universal  object  of  ambition,  the  path  to  its  attain- 
ment shoidd  be  open  to  all^  without  favour  or  partiality. 
But  the  best  state  for  human  nature  is  that  in  whii'li,  while 
no  one  is  poor,  no  one  desires  to  be  richer,  nor  has  any 
reason  to  fear  being  thrust  back,  by  the  efforts  of  others  to 
push  themselves  forward. 

That  the  energies  of  mankind  should  be  kept  in  em- 
ployment by  the  stiniggle  for  riches,  as  they  were  formerly 
by  the  struggle  of  w^ar,  until  the  better  minds  succeed  in 
educating  the  others  into  better  things,  is  undoubtedly 
more  desirable  than  that  they  should  nist  and  stagnate. 
While  minds  are  coarse  they  require  coarse  stimuli,  and 
let  tbem  have  them.  In  the  meantime,  those  who  do  not 
accept  the  present  very  early  stage  of  human  improvement 
as  its  ultimate  type,  may  be  excused  for  being  comparatively 
indifferent  to  the  kind  of  economical  progress  which  excites 
the  congratulations  of  ordinary  politicians;  the  mere  in- 
crease of  production  and  accumulation.  For  the  safety  of 
national  independence  it  is  essential  that  a  coimtry  should 
not  fall  much  behind  its  neighbours  in  these  things.  But  in 
themselves  they  are  of  little  importartce,  so  long  as  either  tlie 
increase  of  population  or  anything  else  preventa  the  mass  of 
41 
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the  people  from  reaping  any  part  of  tlie  benefit  of  them.  1  ^ 
know  not  whj  it  should  be  matter  of  eongratnlatiun  that 
persons  who  are  already  richer  than  any  one  needs  to  be, 
shonid  ha^e  doubled  their  means  of  consuming  things  whieli 
give  little  or  no  pleasnre  except  as  representative  of  wealth ; 
or  that  nnmbers  of  individuals  should  pass  over,  every  year, 
from  the  middle  clashes  into  a  richer  class,  or  from  the  class 
of  the  occupied  rich  to  that  of  the  mioccapied.  pt  is  only 
in  the  backward  countries  of  the  world  that  increased  pro- 
d action  is  etill  an  important  object :  in  those  most  advanced,  | 
what  is  economically  needed  is  a  better  distribution,  of 
which  one  indispensable  means  is  a  stricter  restraint  on  popu- 
lation. Levelling  institutions,  either  of  a  just  or  of  an 
unjust  kind  J  cannot  alone  accomplish  it ;  they  may  lower 
the  heights  of  society,  but  they  cannot,  of  themselves,  per- J 
manently  raise  the  depths. 

On  the  other  hand,  we  may  suppose  this  better  distribu- 
tion of  property  attained,  by  the  joint  effect  of  the  prudence  ] 
and  fruoralitv  of  individuals,  and  of  a  evetem  of  leojislation 
favouring  equality  of  fortimes,  so  far  as  is  consistent  with 
the  just  claim  of  the  individual  to  the  fruits,  whether  great 
or  small,  of  his  or  her  own  industry.  QVe  may  suppose,  for 
instance,  faccording  to  the  suggestion  thrown  out  in  a  for- 
mer cliapter,*)  a  liuiitation  of  the  simi  which  any  one  per- 
son may  acquire  by  gitlt  or  inheritance,  to  the  amount  suffi- 
cient to  constitute  a  moderate  independence.  Under  this 
twofold  influence,  society  would  exhibit  these  leading  fea- 
tures :  a  well-paid  and  affluent  body  of  labonrei's  ;  no  enor- 
mous fortunes,  except  what  were  earned  and  accumulated 
during  a  single  lifetime;  but  a  much  larger  body  of  pei*8ons 
than  at  present,  not  only  exempt  from  the  coarser  toils,  but 
with  BuHicient  leisure,  both  physical  and  mental,  from  me- 
chanical details,  to  (cultivate  freely  the  graces  of  life,  and 
afford  examples  of  thent  to  the  classes  less  favourably  cir- 
cumstanced fiir  their  growth.  This  condition  of  society,  so 
greatly  preferable  to  the  j^resent,  is  not  only  perfectly  com- 

*  Supra,  vol.  L  pp.  a8S-91. 
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patible  wltli  tlie  stationary  state,  but,  it  would  seem,  more 
ujriturally  allied  with  that  state  tlian  ivith  any  other. 

There  is  room  in  the  world,  no  doubt,  and  even  in  old 
countrieB,  for  a  great  iiicreaae  of  jxipulation,  6n|ip08ing  tlie 
arts  of  life  to  go  on  improving,  and  eapital  to  increase. 
But  even  if  innocuo  Uii,  I  eonfesa  I  see  very  little  reason  for 
desiring  it.  The  density  of  population  neeesisary  to  enable 
mankind  to  obtain,  in  the  greatest  degree,  all  the  advan- 
tages both  of  co-operation  and  of  social  intercourse,  haa,  in  all 
tlie  most  populous  eoon tries,  been  attained.  A  population 
may  be  too  crowded,  though  ail  he  amply  supplied  with 
food  and  raiment.  It  is  not  good  for  man  to  be  kept  per- 
force at  all  times  in  the  presence  of  his  species,  A  world 
from  wliicli  solitude  is  extirpated,  is  a  very  poor  ideah 
Solitude,  in  the  sense  of  being  often  alone,  is  essential  to 
any  depth  of  meditation  or  of  character;  and  solitude  in 
the  presence  of  natural  beauty  and  grandeur,  is  the  cradle 
of  thoughts  and  aspirations  which  are  not  only  good  for  the 
individual,  but  which  society  could  ill  do  without.  Nor  is 
there  njuch  satisfaction  in  contemplating  the  world  with 
nothing  left  to  the  i?poiitaneou5  activity  of  nature ;  with 
every  rood  of  land  brought  into  cultivation,  which  is  capable 
of  growing  food  for  human  beings ;  every  flowery  waste  or 
natural  pasture  ploughed  up,  all  quadrupeds  or  birds  which 
are  not  domesticated  tor  man's  use  exterminated  as  his 
rivals  for  food,  every  hedgerow  or  superfluons  tree  rooted 
.  out,  and  scarcely  a  place  left  where  a  wild  shrub  or  flower 
could  grow  without  being  eradicated  as  a  weed  in  the  name 
of  improved  agriculture.  If  the  earth  must  lose  that  great 
portion  of  its  pleasantness  which  it  owes  to  things  that  the 
unlimited  increase  of  wealth  and  population  would  extirpate 
from  it,  for  the  mere  purpose  of  enabling  it  to  support  a 
larger,  but  not  a  better  or  a  happier  population,  I  sincerely 
Iiopc,  lor  the  sake  of  posterity,  that  they  will  be  content  to 
be  jsjiationaiy,  long  before  necessity  compels  them  to  it* 

It  is  scarcely  necessary  to  remark  that  a  stationary  condi- 
tion of  capital  and  population  implies  no  stationary  state  of 
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human  improvement.  Ther^  would  be  as  much  scope  asl 
ever  for  all  kinds  of  mental  culture,  and  moral  and  social 
progress ;  as  much  room  for  improving  the  Art  of  Living, 
and  much  more  likelihood  of  its  being  improved,  when 
minds  ceased  to  be  engrossed  by  the  art  of  getting  on. 
Even  the  industrial  arts  might  be  as  earnestly  and  as  suc- 
cessfully cultivated^  with  tliia  sole  difference,  that  instead  of 
semng  no  purpose  but  the  increase  of  wealth,  industrial 
improvements  would  produce  their  legitimate  effect,  that  of 
abridging  labour.  Hitherto  it  is  questionable  if  all  the 
mechanical  inventions  yet  made  have  lightened  the  day's 
toil  of  any  human  being.  They  have  enabled  a  greater 
population  to  live  the  same  life  of  drudgery  and  imprison- 
ment, and  an  increased  number  of  manufacturers  and  others 
to  make  fortunes.  They  have  increased  the  comforts  of  the 
middle  classes.  But  they  have  not  yet  begun  to  effect  those 
great  changes  in  human  destiny,  whicli  it  is  in  their  nature 
and  in  their  futurity  to  accomplish.  Only  when,  in  addi- 
tion to  just  institutions,  the  increase  of  raanlriud  sliall  be 
under  the  deliberate  guidance  of  judicious  foresight,  can  the 
conquests  made  from  the  powers  of  nature  by  the  intellect 
and  energy  of  scientific  discovered,  bettome  the  common  pro- 
perty of  the  species,  and  the  means  of  improving  and  eleva- 
ting the  universal  lot. 


CHAPTER  VII. 

ON  THE  PROBABLE  FUTURITY  OF  THE  LABOURING 
CLASSES. 


§  1.  The  observations  in  the  preceding  chapter  had  for 
their  principal  object  to  deprecate  a  false  ideal  of  human 
society.  Their  applicability  to  the  practical  purposes  of 
present  times,  consii^ts  in  niocleratiiig  tlie  inordinate  impor- 
tance attached  to  tlie  mere  increase  of  production,  and  fixing 
attention  upon  improved  distribution,  and  a  large  remu- 
neration of  labour,  as  the  two  desiderata.  Whether  the 
aggregate  produce  increasca  absolutely  or  not,  ia  a  thing  in 
which,  after  a  certain  amount  has  been  obtained,  neither 
the  legislator  nor  the  philanthropist  need  fed  auy  strong 
interest :  butj  that  it  should  increase  relatively  to  the  num- 
ber of  those  who  share  in  it,  is  of  the  utmost  possible  im- 
portance ;  and  thi?,  (whether  ^he  wealth  of  mankind  be 
atationary,  or  increasing  at  the  most  rapid  rate  ever  known, 
in  an  old  country,)  must  depend  on  the  opinions  and  habits 
of  the  most  numerous  class,  the  class  of  manual  labourers. 

When  I  speak,  eitlier  in  this  place  or  elsewhere,  of  **  the 
lal>ouriug  classes,''  or  of  labourers  as  a  "  class,"  I  use  those 
]>h  rases  in  compliance  with  custom,  and  as  descriptive  of 
an  existing,  but  by  no  means  a  necessary  or  permanent, 
state  of  social  relatious,  I  do  not  recognize  as  either  just  or 
salutary,  a  state  of  society  in  which  there  is  any  '*  class" 
which  is  not  labouring;  any  human  beings,  exempt  from 
bearing  their  share  of  the  necessaiy  labours  of  human  life, 
except  those  unable  to  labour,  or  who  have  fairly  earnedi 
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rest  bj  prerioiiB  totL  So  long,  bowe^^,  as  the  great  social 
evil  exists  of  a  non-labouring  elagg,  labourers  ako  constitute 
a  eUfis,  and  may  be  &i>oken  of,  though  only  provtsioiiallT, 
in  that  character. 

Considered  in  its  moral  and  social  aspect,  the  state 
of  the  labouring  people  has  latterly  b^n  a  eubject  of  much 
mure  gpecniation  and  discussion  than  fonneriy ;  and  the 
opinion,  that  it  is  not  now  wliat  it  ought  to  be,  has  become 
very  general.  The  snggestions  which  have  been  promul- 
gated, and  the  controverBies  which  have  been  excited,  on 
detached  points  rather  than  on  the  foundations  of  the  sub- 
ject, have  put  in  evidence  the  existence  of  two  conflicting 
theories,  respecting  the  social  position  d^irable  for  manusd 
labourers.  The  one  may  be  called  the  theory  of  depend* 
ence  and  protection,  tlie  other  that  of  self-dependence. 

According  to  the  former  theory,  the  lot  of  the  poor,  in 
all  things  which  affect  them  collectively^  should  be  re^rnla- 
ted  /or  them,  not  by  them.  They  should  nut  be  required 
or  encouraged  to  tliink  for  themselves,  or  give  to  their  own 
reflection  or  forecast  an  influential  voice  in  the  determina- 
tion of  their  destiny.  It  is  6uj)po6ed  to  be  the  duty  of  the 
liigher  classes  to  think  for  them.,  and  to  take  the  responsi- 
bility of  their  lot,  as  the  commander  and  officers  of  an  army 
take  that  of  the  soldiers  composing  it.  This  function,  it  is 
ouiitended,  the  higher  classej  should  prepare  themselves  to 
perform  conscientiously,  and  their  whole  demeanour  should 
impress  the  poor  ^'ith  a  reliance  on  it,  in  order  that,  while 
yielding  passive  and  active  obedience  to  the  rules  prescribed 
for  them,  tliey  may  resign  themselves  in  all  other  respects 
to  a  tnistful  inmimanm^  and  repose  under  tlic  shadow  of 
their  protectors.  The  relation  between  rich  and  poor,  ac- 
cording to  this  theory,  (a  theory  also  ap])lied  to  the  relaHon 
between  men  and  women)  should  be  only  partly  authorita- 
tive ;  it  should  be  amiable,  moral,  and  sentimental :  aflec- 
tiouate  tutelage  on  the  on<?  side,  respectfid  and  grateful  def 
erence  on  the  other.  Tlie  ric*h  Bhoiild  be  hi  loco  pctrentU 
\  pooFj  guiding   and  restraining  them  like  children. 
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Of  Spontaneous  action  on  tlieir  part  tliere  slioiild  be  no 
need.  They  should  be  ealled  on  for  iiothiog  but  to  do  their 
day's  work,  and  to  be  moral  and  religions.  Their  morahty 
and  religion  should  be  provided  fur  tliem  by  tlieir  superiors, 
who  should  see  them  properly  taught  it,  and  shovdd  do  all 
that  is  necessary  to  ensure  their  being,  in  return  for  labour 
and  attachment,  properly  fed,  elothedj  housed,  spiritually 
edified,  and  innocently  amust-d. 
I  This  is  the  ideal  of  the  future,  in  the  minds  of  those 

whose  dissatifc^  fact  ion  with  the  Present  assumes  the  form  of 
affection  and  regret  towards  the  Past,  Like  other  ideals,  it 
exercises  an  unconscious  influence  on  the  opinions  and  senti- 
ments of  numbers  wlio  never  consciously  guide  themselves 
by  any  ideal.  It  has  also  tins  in  common  with  other  ideals, 
that  it  has  ncv^er  been  historically  realize(h  It  makes  its 
appeal  to  our  imaginative  sympathies  in  tli<i  character  of  a 
restoration  of  the  good  times  of  our  forefathers.  But  no 
times  can  be  pointed  out  in  which  the  higher  classes  of  this 
or  any  other  country  jjerformed  a  part  even  distantly  re- 
sembhng  the  one  assigned  to  them  in  this  theory.  It  is  an 
idealization,  grounded  on  the  conduct  and  character  of  here 
and  there  an  individual.  All  privileged  and  powerful 
classes,  as  such,  have  used  their  power  in  the  interest  of 
their  own  selfishness,  and  have  indnlged  their  self-impor- 
tance in  despising,  and  not  in  lovingly  caring  for,  those  who 
were,  in  their  estimation,  degraded,  by  being  under  the 
necessity  of  working  for  their  benefit  I  do  not  affirm  that 
what  has  always  been  must  always  be,  or  that  human  im- 
provement has  no  tendency  to  correct  the  intensely  selfish 
feelings  engendered  by  power ;  but  though  the  evil  may 
be  lessened,  it  cannot  be  eradicated,  until  the  power  itself  is 
withdrawn.  This,  at  least,  seems  to  me  undeniable,  that  long 
before  the  superior  classes  could  be  sufflcicntly  improved 
to  govern  in  the  tutelary  manner  supposed,  the  inferior 
classes  would  be  too  much  improved  to  be  so  governed. 

I  am  quite  Bensible  of  all  that  is  seductive  in  the  picture 
uf  society  which  this  tlicory  presets tw.     TlT4>ugh  the  facta  qC 
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it  have  no  prototyjie  in  tlie  past,  the  feelings  have. 
them  lies  all  that  there  is  of  reality  in  the  conception, 
the  idea  is  eseentially  repulsive  of  a  society  only  held 
gather  by  the  relatione  and  feelings  arising  out  of  pecuniary 
interests,  so  there  19  something  naturally  attractive  in  a  ■ 
form  of  society  abounding  in  strong  personal  attaehjiients 
and  disinterested  self-devotion.  Of  such  feelings  it  must  be 
admitted  that  the  relation  of  protector  and  protected  has 
hitherto  been  the  richest  source.  Tliu  strongest  attachments 
of  homan  beings  in  general,  are  towards  the  things  or  the 
persons  that  stand  between  them  and  some  dreaded  evil 
Hence,  in  an  age  of  lawless  violence  and  insecurity,  and 
general  hardness  and  rQuglmess  of  manners,  in  which  life  k 
beset  with  dangers  and  sufferings  at  every  step,  to  those 
who  have  neither  a  commanding  position  of  their  own,  nor 
a  claim  on  the  protection  of  some  one  who  has — a  generous 
giving  of  protection,  and  a  grateful  receiving  of  it,  are  the 
strongest  ties  wiiich  connect  human  beings  j  tlie  feelings 
arising  from  that  relation  are  their  warmest  feelings  ;  all  the 
enthusiasm  and  tenderness  of  the  most  sensitive  natures  gather 
roimd  it ;  loyalty  on  the  one  part  and  chivalry  on  the  other  ■ 
are  principles  exalted  into  passions,  I  do  not  desire  to  de- 
preciate these  (jnalitiea,  llie  error  lies  in  not  perceiving, 
that  these  virtues  and  sentiments,  like  the  clanship  and  the 
hospitality  of  the  wandering  Arab,  belong  empliatically  to 
a  rude  and  imperfect  state  of  the  social  union,  and  that  the 
feelings  between  protector  and  protected,  whether  between 
kings  and  subjects,  rich  and  poor,  or  men  and  women,  can  ■ 
no  longer  have  this  beautiful  and  endearing  character, 
where  there  are  no  longer  any  serious  dangers  from  which 
to  protect.  What  is  there  in  the  present  state  of  society  to  ■ 
make  it  natural  that  human  beings,  of  ordinary  strength 
and  courage,  should  glow  with  the  warmest  gratitude  and 
devotion  in  return  for  protection  ?  The  laws  protect  them,  ■ 
wlierever  tlie  laws  do  not  oriniinally  fail  in  their  duty.  To 
be  under  the  power  of  some  one,  instead  of  being  as  for* 
inerly  the  sole  condition  of  safety,  is  now,  speaking  gen- 
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erally,  tlie  only  Bituatioii  which  exposes  to  grievous  wroDg. 
Tlie  so-called  protectors  are  now  the  only  persons  against 
whom,  in  any  ordinary  circumstances,  protection  is  needed. 
The  brutality  and  tyraimy  with  which  every  police  report 
is  filledj  are  those  of  husbands  to  wives,  of  parents  to  cliil 
dren.  That  the  law  does  not  prevent  these  atrocities^  that  it 
is  only  now  making  a  fimt  timid  attempt  to  repress  and  pun- 
ish them,  is  no  matter  of  necessity,  but  the  deep  disgrace 
of  those  by  whom  the  laws  are  made  and  administered, 
ISo  man  or  woman  w^ho  either  possesses  or  is  able  to  earn 
an  independent  livelihood,  requires  any  other  protection 
than  that  which  the  law  could  and  onglit  to  give.  This  be- 
ing the  case,  it  argues  great  ignorance  of  human  nature  to 
continue  taking  for  granted  that  relations  founded  on  pro- 
tection must  always  subsist,  and  not  to  see  tliat  the  assump- 
tion of  the  part  of  protector,  and  of  the  power  which  be- 
longs to  it,  without  any  of  the  necessities  which  justify  it, 
must  engender  feelings  opposite^  to  loyalty. 

Of  the  working  men^  at  least  in  the  more  advanced 
countries  of  Europe,  it  may  be  pronounced  certaiti,  that  the 
patriarchal  or  paternal  system  of  government  is  one  to 
whicli  they  will  not  again  be  subject*  That  question  was 
decided,  when  they  were  taught  to  read,  and  allowed  access 
to  newspapers  and  political  tracts  ;  when  dissenting  preach- 
ers were  suffered  to  go  among  them,  and  appeal  to  their 
faculties  and  feelings  in  opposition  to  the  creeds  professed  and 
countenanced  by  their  supenora  ;  when  tiiey  were  brouglit 
together  in  numbers,  to  work  socially  under  the  same  roof; 
when  railways  enabled  them  to  shift  from  place  to  place,  and 
change  tlieir  patrons  and  employers  as  easily  as  their  coats ; 
when  they  were  encouraged  to  seek  a  share  in  the  govern- 
ment, by  means  of  the  electoral  francliise,  Tlie  working 
classes  liavc  taken  their  interests  into  their  own  hands,  and 
are  perpetually  showing  that  tliey  think  the  interests  of 
tlit'ir  employers  not  identical  with  their  own,  but  opposite 
to  them.  Some  amongj  the  higher  classes  flatter  them- 
selves  that  these  tendencies  may  be  counteracted  by  moral 


346 


BOOK   IV.      Cy AFTER   VIL     §2. 


and  religions  edocatiou  ;  but  they  liave  let  the  time  go  bv 
for  giving  an  education  which  can  eerve  their  purp«-»se. 
The  principles  of  the  Ileforniation  have  reached  as  low 
down  in  society  as  reading  and  writing,  and  the  poor  will 
not  much  longer  accept  morals  und  religion  of  other  peo- 
ple's prescribing.  I  epeak  more  particulai'ly  of  this  country, 
especially  the  town  population,  and  the  district;^  of  the  most 
scientific  agrimilture  or  the  highetit  wtigc&,  Scotland  and  the 
north  of  England.  Among  the  more  inert  and  less  mod* 
ernized  agricultural  poi>ulatiou  of  the  southern  counties,  it 
might  be  possible  for  the  gentry  to  retain,  for  some  time 
longer,  something  of  the  ancient  deference  and  submission 
of  the  poor,  by  bribing  them  with  high  wages  and  constant 
employ jnent ;  by  ensuring  them  support,  and  never  requir- 
ing them  to  do  anything  whicrh  they  do  not  like.  But 
these  are  two  conditions  which  never  iiave  been  combined, 
and  never  can  be,  for  long  together*  A  guarantee  of  sub- 
sistence can  only  be  practically  ke]it  up,  wheu  work  is  en- 
forced, and  superfluous  mukiplication  restrained,  by  at  least 
a  moral  compulsion.  It  is  then,  that  the  would-bc  revivers 
of  old  times  which  they  do  not  undemtand,  would  feel 
]>ractically  in  how  hopeless  a  task  they  were  engaged.  The 
whole  fabric  of  patriarchal  or  seignorial  influence,  attempted 
to  be  raised  on  the  foundation  of  caressing  the  pour,  would 
be  shattered  against  the  necessity  of  enforcing  a  stringent 
Poor-law, 


§  2.  It  is  on  a  far  other  basis  that  the  well-being  and 
well-doing  of  the  labouring  people  must  henceforth  rest. 
The  poor  have  come  out  of  leading  strings,  and  cannot  any 
longer  be  governed  or  treated  like  children.  To  their  own 
equalities  must  now  be  commended  the  care  of  their  destiny. 
Modern  nations  will  have  to  learn  the  lesson,  that  the  well- 
being  of  a  people  must  exist  by  means  of  the  justice  and 
self-go vernmentj  tlie  Sitcatoa-vuTj  and  am(f>po(jvvTj^  of  the  indi- 
vidual citizens.  Tlie  theory  of  dependence  attempts  to  dis- 
pense  with  the  necessity  of  these  (|ualities  in  tlie  dependent 
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classes.  But  now,  when  even  in  position  they  are  becoming 
lass  and  Icsis  dc]»endent,  and  their  inindt^  less  and  le&b  uci|uf 
escent  in  the  degi*ee  of  dependence  which  remains,  tho 
virtnes  of  independence  are  those  which  they  stand  in  need 
of.  Whatever  advice,  exhortation,  or  guidance  is  held  out 
to  the  labonring  clarifies,  nuist  lieneeforth  be  tendered  to 
them  as  equak,  and  accepted  with  their  eyes  open.  The 
prospect  of  tlie  future  dejvendB  on  the  degree  in  which  they 
can  be  made  rational  beings. 

There  is  no  reason  to  believe  that  prospect  other  than 
hopeful.  The  progress  indeed  has  hitherto  been,  and  still 
is,  slow.  Bnt  tliere  is  a  spontaneous  education  going  on  in 
the  minds  of  the  muUitnde,  which  may  he  greatly  accelera- 
ted and  improved  by  artificial  aids.  The  instnit^tion  ob- 
tained from  newspapers  and  political  tracts  is  not  the  best 
sort  of  inatrnction,  but  it  is  vastly  superior  to  none  at 
aU.  The  institutions  for  lectures  and  discussion,  the  collec- 
tive deliberations  on  questions  of  common  interest,  the 
trades  unions,  the  political  agitation,  all  serve  to  awaken 
public  spirit,  to  diffuse  variety  of  ideas  among  the  mass, 
and  to  excite  thought  and  reflection  in  the  more  intelligent. 
Although  the  too  early  attainment  of  political  franchises 
by  the  least  educated  class  might  retard,  instead  of  promot- 
ing, their  improvement,  there  can  be  little  doubt  that  it  has 
been  greatly  stimulated  by  the  attempt  to  acquire  them.  In 
the  meantime,  tlie  working  classes  are  now  part  of  the  pub- 
lic ;  in  all  discussions  on  matters  of  general  interest  they,  or 
a  portion  of  them^  are  now  partakers ;  all  w]io  use  the 
press  as  an  instrument  may,  if  it  so  Imppens,  have  them 
for  an  audience ;  the  avenues  of  instruction  through  which 
the  middle  classes  acquire  such  ideas  as  they  have, 
are  accessible  to,  at  least,  the  ojieratives  in  the  towns. 
With  these  resources,  it  cannot  be  doubted  that  they  will 
increase  in  intelligence,  even  by  their  own  unaided  efiV>its  ; 
while  there  is  reason  to  ho]>e  that  great  improvements  both 
in  the  quality  and  quantity  of  school  education  will  he 
effected  by  the  exertions  either  of  government  or  of  indi- 
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vidualsj  and  tlmt  tlie  progress  of  the  mass  of  the  people  in 
mental  ciiUivation,  and  hi  the  virtues  which  are  dependent 
on  it,  will  take  place  more  rapidly,  and  with  fewer  inter- 
mittences  and  aberrations,  than  if  left  to  itsehl 

From  this  inerease  of  intelligence,  several  effects  may 
be  confidently  anticipated.  Fii-st;  that  they  will  become 
even  less  willing  than  at  ]> resent  to  be  led  and  governed, 
and  directed  into  the  way  they  should  go,  hj  the  raeru 
authority  and  preMige  of  wuperiors.  If  they  have  not  now, 
etill  less  will  tliey  have  lieruafter,  any  deferential  awe,  or 
religious  principle  of  obedience,  hohling  them  in  mental 
Bubjer*tion  to  a  class  above  them.  Tlie  theory  of  depend- 
ence and  protection  will  be  more  and  more  intolerable  ti> 
tliein,  and  they  w^ill  require  that  their  conduct  and  con 
dition  shall  be  essentially  self-governed.  It  is,  at  the  same 
time,  quite  possible  that  tliey  may  demand j  in  many  cases, 
the  intervention  of  the  legislature  in  their  affairs,  and  the 
regulation  by  law  of  various  things  which  ccmcern  them, 
often  under  very  mistaken  ideas  of  their  interest.  Still,  it 
is  their  own  will,  their  own  ideas  and  suggestions,  to  which 
tliey  will  demand  that  effect  should  be  given,  and  not  rules 
laid  down  for  them  by  other  people.  It  is  quite  consistent 
w^itli  this,  that  they  should  feel  jespect  for  superiority  of 
intellect  and  knowledge,  and  defer  much  to  tlie  opinions, 
on  any  subject,  of  those  whom  they  think  well  acquainted 
with  it.  Such  deference  is  deeply  grounded  in  human 
nature ;  Init  they  will  judge  for  themselves  of  the  persons 
who  are  and  are  not  entitled  to  it. 


§  3.  It  appears  to  me  impossible  but  that  the  increase 
of  intelligence,  of  education,  and  of  the  love  of  indepen- 
dence among  the  working  classes,  must  be  attended  with  a 
corresponding  growth  of  the  good  sense  which  manifests 
itself  in  provident  habits  of  conduct,  and  that  population, 
therefore,  will  bear  a  gradually  diminishing  ratio  to  capital 
and  employment.  This  most  desirable  result  would  be 
much   accelerated   by  another  change,  which  lies  in   the 


direct  line  of  the  best  tendencies  of  the  time  ;  the  opening 
of  iniiuatrial  ocenpations  freely  to  botli  Bexeb.  Thti  same 
reasons  whicli  make  it  no  longer  necessary  that  the  poor 
should  depend  on  the  rich,  miike  it  equally  unnecessary  tiiat 
women  sliould  depend  on  men,  and  the  least  which  justice 
requires  is  tliat  law  and  custom  should  not  enforce  depen- 
dence (when  the  correlative  protection  has  heconie  siq>crflu- 
ous)  by  ordaining  that  a  woman 3  who  does  not  happen  to 
have  a  provision  by  inheritance,  shall  have  scarcely  any 
means  open  to  lier  of  gaining  a  livelihoodj  except  as  a  wife 
and  mother.  Let  women  who  prefer  tliat  occupation, 
adopt  it ;  hut  that  there  should  be  no  option,  no  other  car- 
rihre  possible  for  the  great  majority  of  women,  except  in  the 
humbler  departmentfl  of  life,  is  a  flagrant  social  injustire. 
The  ideas  and  institutions  bv  which  the  accident  of  sex  is 
made  the  groundwork  of  an  inequality  of  legal  rights,  and 
a  forced  dissiniilarity  of  social  fimctionSj  must  ere  long  be 
recognised  as  the  greatest  hindrance  to  moral,  social,  and 
even  intellectual  improvement.  On  the  present  occasion  I 
shall  only  indicate,  among  the  probable  consequences  of  the 
industrial  and  social  independence  of  women,  a  great  dimi- 
nution of  the  evii  of  overpopulation.  It  is  by  devoting 
one-half  of  the  human  species  to  tliat  exclusive  function,  by 
makmg  it  fill  the  entire  life  of  one  sex,  and  interweave  itself 
with  almost  a!l  the  objects  of  the  other,  that  the  animal 
instinct  in  question  is  nursed  into  the  disproportionate  pre- 
ponderance whicii  it  has  hitherto  exercised  in  human  lite, 

§  4.  The  political  consequences  of  the  increasing  power 
and  importance  of  the  operative  classes,  and  of  the  growing 
ascendancy  of  numbers,  w^hich  even  in  England  and  under 
the  present  institutions,  is  rapidly  giving  to  the  will  of  the 
majority  at  least  a  negative  voice  in  the  acts  of  government, 
are  too  wide  a  subject  to  be  discussed  in  this  place.  But, 
confining  ourselves  to  economical  considerations,  and  not- 
withstanding the  eflFect  ivhich  improved  intelligence  in  the 
working  classes,  together  with  just  laws,  may  have  in  alter- 
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ing  the  distributioii  of  tlie  produee  to  ihmr  adTantage,  I 
cannot  think  that  thej  will  be  permanently  contented  with  I 
the  conditioD  of  labouring  for  wages  as  their  ultimate  i^tate. 
Tbej  may  be  willing  to  (»asB  through  the  class  of  servants 
in  their  way  to  that  of  employers  ;  but  not  to  remain  in  it 
all  their  lives.  To  begin  b&  hired  labourer^  then  alter  a 
few  years  to  work  on  their  own  aecomit,  and  tinally  employ 
others,  is  the  normal  eonditiou  of  labourers  in  a  new  conn 
try,  rapidly  increasing  in  wealth  and  popnlation,  like 
America  or  Australia.  But  in  an  old  and  fully  peopled 
country,  those  who  begin  life  as  labourers  for  hire,  ba  a 
general  rule,  continue  &uch  to  the  end,  unless  they  sink  into  M 
the  fctill  lower  gi-ade  of  recipients  of  public  charity.  In  the 
present  stage  of  human  progress,  when  ideas  of  equality  are 
daily  spreading  more  widely  among  the  poorer  classes,  and 
can  no  longer  be  checked  by  anything  short  of  the  entire 
suppression  of  printed  discussion  and  even  of  freedom  of 
speech,  it  is  not  to  be  expected  that  the  division  of  the 
human  race  into  two  hereditary  classes,  employers  and  em- 
ployed, can  be  permanently  maintained.  The  relation 
nearly  as  unsatisfactory  to  the  payer  of  wages  as  to  the  re- 
ceiver. If  the  rich  regard  the  poor  as,  by  a  kind  of  natural  I 
law,  their  servants  and  dey>endants,  the  rich  in  their  turn  are 
regarded  as  a  mere  prey  and  pasture  for  the  jioor;  the 
gubject  of  demands  and  expectations  wholly  indefinite, 
increasing  in  extent  with  every  concession  made  to  them. 
The  total  absence  of  regard  for  justice  or  fairness  in  the 
relations  between  the  two,  is  as  marked  on  the  side  of  the 
employed  as  on  that  of  the  employers.  We  look  in  vain 
among  the  working  classes  in  general  tor  the  just  pride  which 
will  choose  to  give  good  work  for  good  wages :  for  the  most 
part,  their  sole  endeavour  is  to  receive  as  much,  and  return 
as  little  in  the  shape  of  service,  as  possible.  It  will  sooner 
or  later  become  insupportable  to  the  employing  classes  to 
live  in  close  and  hourly  contact  with  persons  whose  inter- 
ests and  feelings  are  in  hostility  to  them  Capitalists  are ' 
almost  as  much  interested  as  labourers,  in   placing  the 
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operations  of  industry  on  buvIi  a  footing,  that  tliose  wlio 
laljour  for  lliein  may  feel  tlie  same  interest  in  the  work, 
which  is  felt  by  those  w^ho  labour  on  their  own  account. 

The  opinion  exprct^sed  in  a  former  part  of  tliis  treatise 
resj'ectiiig  small  landed  properties  and  peasant  proprietors, 
may  ha%'e  made  tlie  reader  anticipate  that  a  wide  diffusion 
of  property  in  land  is  the  resource  on  which  I  rely  fur  ex- 
euiptiiig  at  least  the  agricultural  labonrers  from  exehisive 
dependence  on  labour  for  hire.  Snch,  however,  is  not  my 
opinion.  I  indtx'd  deem  that  form  of  agricultural  economy  to 
be  most  groundlcesJy  cried  down,  and  to  he  greatly  prefer- 
able, in  its  aggregate  effects  on  human  happiness,  to  hired 
labour  in  any  ft>rm  in  which  it  exists  at  present ;  because 
the  i)nidential  cheek  to  population  acts  more  direetly,  and 
is  shown  by  experience  to  be  more  efficacious  ;  and  heeause, 
in  point  of  security,  of  independence,  of  exercise  for  any 
otlier  than  the  animal  faculties,  tlie  state  of  a  peasant  pro- 
prietor is  far  superior  to  that  of  an  agricultural  labourer  in 
this  or  any  other  old  country.  Where  the  former  system 
already  exists,  and  works  on  the  whole  satisfactorily,  I 
shoukl  regret,  in  the  present  state  of  human  intelligcn(*e,  to 
see  it  abolished  in  order  to  make  way  for  the  other,  under  a 
pedantic  notion  of  agricultural  improvement  as  a  thing 
necessarily  the  same  in  every  diversity  of  circumstances. 
In  a  backward  state  of  industrial  improvement,  as  in  Ire- 
land, I  should  urge  its  introduction,  in  i^treference  to  an 
exclusive  system  of  hired  labour;  as  a  more  powerful  in- 
strument for  raising  a  population  from  semi-savage  list- 
lessness  and  recklessness,  to  persevering  industry  and  pru~ 
dent  calculation. 

But  a  ]veople  who  have  once  adopted  the  large  system 
of  production,  eirher  in  manufactures  or  in  agriculture,  are 
not  likely  to  recede  from  it ;  and  when  population  is  kept 
in  due  proportion  to  the  means  of  support,  it  is  not  desira- 
ble that  they  should.  Labour  is  nnquestionably  more  pro- 
duf'five  on  the  system  of  large  industrial  enterprises;  the 
produce,  if  not  greater  absolutely,  is  greater  in  proportion 
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to  the  labour  employed ;  the  same  number  of  persons  can 
be  supported  equally  well  with  less  toil  and  greater  leisure; 
which  will  be  wholly  an  advant^e,  as  soon  as  eivilizatioii 
and  improvement  have  so  far  advanced,  that  what  is  a 
benefit  to  the  whole  shall  be  a  benefit  to  each  individual 
composing  it.  And  in  the  moral  aspect  of  the  question, 
which  is  still  more  important  than  the  economical,  some- 
thing  better  should  he  aimed  at  as  the  goal  of  industrial 
improvement,  than  to  disperse  mankind  over  the  earth  in 
single  families,  each  ruled  internally,  as  families  now  are, 
by  a  patriarchal  despotj  and  having  scarcely  any  com- 
munity of  interest,  or  necessary  mental  communion,  widi 
other  human  beings.  The  domination  of  the  head  of  the 
family  over  the  other  members,  in  this  state  of  things,  is 
absolute ;  while  the  effect  oti  his  own  mind  tends  towards 
concentration  of  all  interests  in  the  family,  considered  as  an 
expunsion  of  self,  and  absorption  of  all  passions  in  that  of 
exclusive  possession,  of  all  cares  in  those  of  preservation 
and  acquisition.  As  a  step  out  of  the  merely  animal  state 
into  the  human^  out  of  reckless  abandonment  to  brute  in- 
etincts  into  prudential  tbresight  and  self-government,  this 
moral  conditiou  may  be  seen  without  displeasure.  But  if 
public  Bpirit,  generous  sentiments,  or  true  justice  and  equal- 
ity are  desireil,  association,  not  isolation,  of  inter«2sts,  is  tlie 
school  in  which  these  excellences  are  nurtured.  The  aim  of 
improvement  should  be  not  solely  to  place  liuman  beings  in 
a  condition  in  which  they  will  be  able  to  do  without  one 
anotlier,  but  to  enable  them  to  work  w^ith  or  for  one  an- 
other in  relations  not  involving  dependence.  Hitherto 
there  has  been  no  alternative  for  those  who  lived  by  their 
labour,  but  that  of  labouring  either  each  for  himself  alone, 
or  for  a  master.  But  the  civilizing  and  Improving  influ- 
ences of  association,  and  the  efficiency  and  economy  of  pro- 
duction on  a  large  scale,  may  be  obtained  without  dividing 
the  producers  into  two  parties  with  hostile  interests  and 
feelings,  the  many  who  do  the  work  heitig  mere  servants 
under  the  connnand  of  the  one  who  supplies  the  funds,  and 
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having  no  interest  of  their  ovni  in  the  enterprise  except  to 
earn  tliek  wages  with  as  little  lahour  as  possible.  Tlie 
speculations  and  discussions  of  the  last  fit^y  yearSj  and  the 
events  of  the  last  ten,  are  abinidantly  conclusive  on  this 
point.  If  the  improvement  which  even  triiinipliant  mili- 
tary despotism  has  only  retarded,  not  stopped,  shall  con- 
tinue its  course,  there  can  bo  little  doubt  that  the  status  of 
hired  labourers  will  gradually  tend  to  con  line  itt^clf  to  the 
description  of  workpeople  whose  low  moral  qualities  render 
them  unfit  tor  any  tiling  more  independent :  and  that  the 
relation  of  niasters  and  workpeople  will  be  gradually  superse- 
ded by  partnership,  in  one  of  two  forms :  temporarily  and 
in  some  cases,  association  of  the  labourers  with  the  capital- 
ist ;  in  other  cases,  and  perhaps  finally  in  all,  association 
of  laboui^ers  among  themselves. 

§  5.  Tlie  first  of  tliese  forms  of  association  has  long 
been  practised,  not  indeed  as  a  rule,  but  as  an  exception. 
In  several  departments  of  industry  there  are  already  cases 
in  which  every  one  who  contrilaiteg  to  tlie  work,  eitlier  by 
labour  or  by  pecuniary  resources,  has  a  partnei^'s  interest  in 
it,  proportional  to  the  value  of  his  contribution.  It  is 
already  a  common  practice  to  remunerate  those  in  whom 
peculiar  trust  is  re]iosed,  by  tneans  of  a  percentage  on  tlie  pro- 
fits :  and  cases  exist  in  wliich  the  principle  is,  with  excellent 
success,  carried  down  to  the  class  of  mere  manual  labourers. 

In  the  American  sliips  trading  to  China,  it  has  long  been 
the  custom  tor  evety  sailor  to  have  an  interest  in  the  profits 
of  the  voyage ;  and  to  this  has  been  ascribed  the  general 
good  conduct  of  those  seamen,  and  the  extreme  rarity  of 
any  collision  between  them  and  the  goveniment  or  people 
of  the  country.  An  instance  in  England,  not  so  well  known. 
as  it  deserves  to  be,  is  that  of  the  Cornish  miners.  ''  In 
Cornwall  the  mines  are  worked  strictly  on  the  system  of 
joint  adventure ;  gangs  of  mineiB  contracting  wdth  the 
agent,  who  represents  the  owner  of  the  mine,  to  execute  a 
certain  portion  of  a  vein,  and  fit  the  ore  for  niarket,  at  thr 
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price  of  so  mucli  in  tlie  pound  of  t!ie  sura  far  wliiuli  the  ore 
is  sold.  These  contracts  are  put  up  at  certain  regulai* 
periods,  generally  every  two  months,  and  taken  by  a  vohin- 
tarv  ] partnership  of  men  aeeiistoraed  to  the  mine.  This- 
systeui  has  its  disadvantages,  in  coiisequenee  of  the  uneer- 
tuinty  and  irregularity  of  tlie  earnings,  and  consequent  ne- 
cessity of  living  for  long  periods  on  credit ;  but  it  has  ad- 
vantages which  more  than  counterbalance  these  draw- 
backs.     It   produces   a  degree   of  intelligence,   independ- 

whicli  raise  the  condition  and 
far  above  that  of  tlie  ^ene- 


I 
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enee,  and  mond  elevation , 

character  of  the  Cornish  miner  *„*  ,.^v..^  »...«.  -*  —  ^ 
rality  of  the  labouring  class.  We  are  told  by  Dr.  Barham^ 
that  *  they  are  not  only,  as  a  class,  intelligent  for  labourers^ 
but  men  of  considerable  knowledge.'  Also,  that  *■  they 
have  a  character  of  independence,  something  American,  the 
system  by  which  the  contracts  are  let  giving  the  takei"s 
entire  freedom  to  make  arrangements  among  themselves  ;  so 
that  each  man  feels,  as  a  partner  in  his  little  firm,  that  he  meets 
his  employ ers  on  nearly  equal  terms.'  .  .  .  With  this 
basis  of  intelligence  and  independence  in  their  character,  we 
are  not  surprised  when  we  hear  that  '  a  vGry  great  number ■ 
of  miners  are  now  located  on  possessions  of  their  owii,  leased 
for  tliree  lives  or  ninety-nine  years,  on  which  they  have  built 
houses ;'  or  that  ^  281,541/.  are  deposited  in  savings  banks 
in  Cornwall,  of  which  two-thirds  are  estimated  to  belong  to 
miners,'  ""* 

Mr,  Bahbage,  who  also  gives  an  account  of  this  system, 
observes  that  the  payment  to  the  crews  of  whaling  ships  is.  M 
governed  by  a  similar  principle ;  and  that  ''  the  pmfits  ^ 
arismg  from  fishing  with  nets  on  the  south  coast  of  England 
are  thus  divided ;  one-half  the  produce  belongs  to  the 
owner  of  t!ie  l>oat  and  net ;  the  other  half  is  divided  in 
equal  portions  between  the  persons  using  it,  who  are  also 
bound  to  assist  in  repairing  the  net  when  required/'     Mr.  ■ 

•  This  passage  ia  from  the  Prize  Eesaj  on  the  Causes  and  Remedies  of  Na- 
tional Distress,  by  Mr.  Samuel  Laing.  The  extracts  which  it  includes  are  frook 
the  AppendiJS  to  the  Report  of  the  Children's  Einployrueut  CommiaaioD, 
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Babbage  has  the  great  merit  of  liaviiig  pointed  out  the 
praeticabihtv,  and  the  advantage,  of  extending  the  princi- 
ple to  mannfactnring  industry  generally.* 

Some  attention  has  been  exeited  by  an  experiment  of 
this  nature,  eonjmeneed  abont  sixteen  years  ago  by  a  Paris 
tradesman,  a  house-paiuter,  M.  Leclaire  ;f  and  described  by 
him  in  a  pamphlet  published  in  the  year  1842-  M_  Leclaire, 
aceording  to  his  statement,  employs  on  an  average  two 
hundred  workmen,  whom  he  pays  in  tlie  nsual  manner,  by 
fixed  wages  or  salanes.  He  assigns  to  hhriselt^  besides 
interest  for  his  capital,  a  fixed  allowance  for  Ids  labour 
and  responsibility  as  manager.  At  the  end  of  the  year,  the 
surplus  profits  are  divided  among  the  body,  himself  included, 
in  the  proportion  of  their  &a!aries.:j:  The  reasons  by  which 
M.  Leclaire  was  led  to  adopt  this  system  arehighlj^  instnict- 
ive.  Finding  the  conduct  of  his  workmen  unsatisfactory, 
he  first  tried  the  eflfeet  of  giving  liigher  wages,  and  by  this 
he  managed  to  obtain  a  body  of  excellent  workmen,  wlio 
would  not  quit  his  service  for  any  other.  "Having  thus, 
succeeded"  (I  quote  from  an  abstract  of  the  pamphlet  in 
Chambers'  Joui*nal,|)  **  in  producing  some  sort  of  stability 
in  the  arrangements  of  hie  establishmentj  M,  Leclaire  ex- 
pected, he  says,  to  enjoy  greater  peace  of  mind.  Li  this, 
however,  he  was  disappointed.  So  long  as  he  was  able  to 
superintend  everything  himself,  from  the  general  concerns 
of  his  business  down  to  its  minutest  details,  he  did  enjoy  a 
certain  satisfaction  ;  but  Irom  the  moment  that,  owing  to 
the  increase  of  his  business,  he  foimd   that  he  could  be 


*  Ee&nomtf  r>f  Machinery  a^ul  Manufactures^  Srd  edition^  cbap*  26, 

t  His  eBtablishmcnt  is  (or  wfls>  11,  Rue  Saint  rroorg:o9. 

}  Ife  appears,  howerer,  that  the  workmen  whom  M.  Ledaire  had  admitted  to 
ihifl  participation  of  profits,  were  only  a  fRjrtion  (rather  le?s  than  half)  of  Uie 
whole  number  wliom  he  employed.  This  is  explained  by  another  part  of  his  sya- 
tera.  3L  Leclaire  pjiT.=^  the  full  market  rate  of  wap:es  ta  all  his  workmen.  The 
»hare  of  profit  assigned  to  them  ia,  therefore^  a  clear  ai1<liTion  to  the  ordiiutry 
^aing  of  their  class,  which  he  very  laudably  u&ea  %a  an  instrnment  of  improve* 
ment,  by  making  it  the  reward  of  desert,  or  ihe  recompense  for  peculiar  trust. 

g  For  September  27,  1845» 
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nothing  more  than  the  centre  from  which  orders  were  tssuedi 
and  to  which  rt*ports  were  brought  in,  his  former  anxietr 
and  discomfort  returned  upon  him/'  He  i^>eaks  lightly 
of  the  other  sources  of  anxiety  to  which  a  tradesman  is 
subject,  but  describes  as  an  incessant  cause  of  vexation  the 
losses  arising  from  the  niisconduct  of  workmen.  An  em- 
ployer "  will  find  workmen  whose  indifference  to  his  interests 
is  such  that  they  do  not  perform  two-thirds  of  the  amount 
of  work  which  they  are  capable  of;  hence  the  continual 
fretting  of  masters,  who,  seeing  their  interests  neglected, 
believe  themselves  entitled  to  suppose  that  workmen  are  con- 
stantly conspiring  to  ruin  those  from  whom  they  derive  their 
livelihood.  If  the  journeyman  were  sure  of  constant  em- 
ployment, his  position  would  in  some  respects  be  more 
enviable  than  that  of  the  master,  because  he  is  assured  of  a 
certain  amount  of  day's  wages,  which  he  will  get  whether  he 
works  much  or  little.  He  runs  no  risk,  and  has  no  otlier 
motive  to  stimulate  him  to  do  his  best  than  his  own  sense 
of  duty.  The  master,  on  the  other  hand,  depends  greatly 
on  chance  for  his  returns :  his  position  is  one  of  continual 
irritation  and  anxiety.  This  would  no  longer  be  the 
case  to  the  same  extent,  if  the  interests  of  the  master  and 
those  of  the  workmen  were  bound  up  with  each  other,  con- 
nected by  some  bond  of  mutual  security,  such  as  that 
which  would  be  obtained  by  the  plan  of  a  yearly  division  of 
profits," 

Even  in  the  first  year  during  wliieli  M,  Leclaire's  experi- 
ment was  in  complete  operationj  the  success  was  remarkable, 
Kot  one  of  his  journey  men  who  worked  as  many  as  three 
hundred  days,  earned  in  that  year  less  than  1500  francs,  and 
some  consideraljly  more.  His  highest  rate  of  daily  wages 
being  four  francs,  or  1200  francs  for  300  days,  the  remaining 
300  francs,  or  12^.,  must  have  been  the  smallest  amount 
which  any  journeyman,  who  worked  that  number  of  days, 
obtained  as  liis  proportion  of  the  surplus  profit.  M.  Leclaire 
deseribeg  in  strong  terms  the  improvement  which  was  already 
manliest  in  the  habits  and  demeanour  of  his  workmen,  not 
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merely  when  at  work,  arjil  in  tlieir  relations  with  their  em- 
ployer, but  at  other  times  and  in  utlier  relations,  showing- 
increased  respect  both  for  others  and  for  themselves,  M, 
Chevalier,  in  a  woi-k  puldi^lied  in  1S4S,  stated  on  M.  Le- 
claire's  authority,  tliat  the  ioereascd  zeal  of  tlie  worlqjcople 
continued  to  be  a  fnll  compensation  to  him,  even  in  a 
peenniary  sense,  for  the  share  of  protit  which  he  renounced 
in  tlieir  favoia\*  And  M*  Villiaume,  in  18o7,t  ohserves: — 
*'  Quoicpi'il  ait  toiijuurs  banni  la  fraude,  qui  n'est  que  trop 
freqnente  dans  sa  profession,  il  a  totijours  pu  eoiitenir  la  con- 
currence et  acquerir  nne  belle  aisaoce,  malgi-e  Tabandon 
d^une  si  large  part  de  ses  profits.  Assiirement  il  n'y  eat 
parvenu  que  parce  que  I'activite  innsitee  de  ses  onvriers,  et 
la  surveillance  (ju'ils  exer^*aieut  les  unssur  les  antree  dans  les 
nombreux  ehuutierSj  avaint  compense  la  diminution  de  ses 
profits  personnels.'' 

The  beneficent  example  set  by  M.  Leelaire  has  been  fol- 
lowed, with  brilliant  succtess,  by  other  employers  of  labonr 
on  a  large  scale  at  Paris ;  and  I  annex,  from  tlie  work  last 
referred  to  (one  of  the  ablest  of  the  many  able  treatises  on 
political  eeonomy  produced  by  the  present  generation  of  the 
political  economists  of  France),  some  signal  examples  of  tlie 
economical  and  moral  benefit  arising  from  this  admirable 
arrangenient4 

§  6.  The  fonn  of  association,  however,  which  if  man- 
kind continue  to  improve,  must  be  expected  in  the  end  to 


*  Lettres  sur  rOr|^ai;i:satiffli  dii  Titi\  ail^  par  Michel  Cbevaiier,  lettre  xiv. 

t  Xouveaii  Traite  dTroiiomie  Politique. 

%  "En  Mars  1847,  U,  Paul  Oupont,  g^rant  d^un©  impriraerie  de  Paris,  eat 
ridee  d'a^oeier  ses  ouvriers  en  leur  protnettaul  le  liinieme  des  b^nfificea,  11  en 
emploie  babitueUeDient  tmis  cenU^  doiit  deux  cents  iraTaillent  aus  pi^oea  et 
cent  k  la.  joumee,  II  emploie,  en  outre,  cent  auiiliaires,  qui  ne  font  pas  partie 
de  rasaociation. 

**  La  part  de  b^Ti^'ficc  aTPuant  nu.x  ouvriera  ne  leur  vaut  jru^rc,  en  moycnne, 
qu\ine  quiuKaine  <le  jours  de  travail;  mak  ils  rc^oivent  leur  salamMunlinaire 
suivant  1o  tarif  ^tubli  dans  touted  les  graiides  impnmerica  de  Paris ;  et,  ile  plua, 
Hb  ant  ravantage  d'i!itj^  solgnes  danii  leurs  lualadies  aiix  frak  de  la  cummunaut&| 
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precloniinate,  is  not  that  wliieb  can  exist  between  a  capital- 
let  as  cliiefj  and  w  orkiieople  without  a  voice  in  the  miuuig^ 
inent,  but  tlie  assoeiatioa  of  the  labourers  tliemselves  un 
terms  of  equality,  collectively  owning  the  capital  with  whicli 
they  carry  on  their  operations,  and  working  under  nianjigers 

et  de  receroir  I  fr<  fiO  cent,  de  sabiire  par  jour  d^incapacite  de  traraiL  his 
ouvriers  ne  peuvent  retirer  leur  part  dans  lea  benefices  que  qimnd  iU  sortent  de 
rdS^ektioii.  Cbaque  ano^l'et  cettc  part,  qui  est  i-eprc8cutee  taut  cu  nifit^iiet 
qiren  rentes  aur  TEtati  s'augmoDte  par  ta  capita1i«iatioa  des  intdrets,  et  cn^  WiU 
une  reserve  ^  ronrrier. 

^*M.  Dupont  et  lea  capiC&ltBteai  ses  commanditalrea,  trouTent  dana  cette  aaao- 
dation  un  profit  bien  auperieur  a  celtii  qu'ils  auraiejit ;  led  ouvriersi,  de  leur  cote, 
be  lelicitent  cliaque  jour  de  ThcurcuiW  id^e  de  leur  patrun.  Plusieura  d^entr* 
euXf  encouragdfi  k  la  r6u8sUe  de  r^tabtii^ijemcnt,  hii  out  fait  obteiiir  uiie  m^daille 
d'or  Gu  184^^  une  rnddtiille  d'htmiieur  i  rEiposkiou  Univei-selle  de  1855;  et 
quelques  unn  meme  ont  re9U  persortelleraeut  ta  recompense  de  leura  d^oouTeitei 
et  de  leui-s  tm\'aux.  Chez  un  patron  ordinjure^  eea  bravea  gen«  nVuraient  p«» 
eu  le  lokir  de  poumuivre  leuiii  mveutiouiaf  i  moms  que  dVu  lais^i^r  tout  Hion- 
ueur  k  celui  qui  nYm  ^ttiit  pas  Tauteur:  tandia  qu'etaui  ai»«K;J^^!J,  ai  le  patron  e&t 
ete  irrjust*?,  deu3[  cents  liommea  eussent  fait  redreaser  Be«  torts. 

**  .r*ai  v'lmXB  raoi-mfirae  cet  ^tabltsscment,  et  j*ai  pu  m*assurer  du  pcrfecticm- 
nement  que  eette  association  apporte  aui  habitudes  dei«  ouvriers. 

**  M.  Gisquet,  ancien  pr^fet  de  police,  est  propriety  ire  depiiis  long'tempe 
d'une  fabncjue  d'huile  k  iNjiut-Deni*,  qui  eat  In  plu?!  importante  de  France,  apres 
celle  de  M.  Darhlaj,  de  CrwrbeiL  Lorsqu'eti  181R  il  pril  le  parti  de  la  dinger  lui- 
infenie,  il  reneoiitra  des  oui'riers  habituei^  h  s^enivrer  phijsieurs  fois  par  semaiue, 
et  qui,  pendant  le  travail,  chantaient,  fumaient,  et  qhelquefois  ae  disputaicnt 
Odi  avail  maiutes  fols  edsay6  sauA  succes  de  eliatij[^er  cet  6tat  de  ebosea:  il  y  par* 
Tint  par  la  prohibition  faite  h  Urns  sea  onvnors  de  s'enivrer  lea  joui-a  de  travail, 
Boua  peine  dVx elusion,  et  par  la  promeHse  de  partaker  entre  eux,  h  titre  de 
gratifieation  annuelle,  5  p.  lOO  de  sca  *«'^n6fices  nets,  an  pro  rata  dea  salaires. 
qui,  du  reste,  eout  iix6s  aux  prix  con  rants.  Depuis  ce  moment.  la  reforme  a  ^te 
complete:  il  ae  voit  entoure  d'une  ccntainc  d'ouvriem  pleins  de  zele  et  de 
devoueinent*  Leur  liien-etrc  sYst  atcru  de  tout  ce  qu'ils  ne  dependent  pas  en 
bois3ons,  et  de  ce  quits  gagneut  par  leur  exactitude  au  travail.  La  gmtification 
que  M.  Giaquet  leur  accorde,  lenr  a  vahi,  en  movenne,  chaqne  ann^e,  r^quivaleut 
de  leur  iMilaire  pendant  six  Beniainea 

'*M.  Beslay,  ancien  deputy  de  1830  k  183&,  ot  reprdsentant  du  peuple  il 
rAsseniblee  Const ituante,  a  fonde  un  atelier  important  de  machinea  i  vapeur  k 
PaHs^  dans  le  Kaubourg  du  Temple.  II  cut  Tid^e  d'associer  dans  ce  demter 
^tabliflsement  Bea  ouvriersi,  de^  le  commencement  de  1847<  Je  tran-icrij^  ici  eet 
aote  d^asBociation,  que  Ton  pent  re^arder  comine  I'uii  dea  plus  coniplets  de  tons 
ceux  faits  entre  patronw  el  onvriera-*^ 

TIw  pmctieal  wi^'-ucily  of  Cbineee  cmlgtautft  lon^  ago  suggested  to  them^ 
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elected  and  removable  by  themselvee.  So  long  aa  this  idea 
remained  in  a  &tate  of  tlieory,  in  tlie  writings  of  Owen  or  of 
Louis  Blanc,  it  may  have  appeared,  to  the  common  modes  of 
jndgment,  im!apal)le  of  being  realized,  and  not  likely  to  be 
tried  unless  by  seizing  on  the  exititing  capital,  and  confiscat- 
iitg  it  for  the  benefit  of  the  labourers ;  which  is  even  now 
imagined  by  many  peri^onti,  and  pretended  by  more,  both  in 
England  and  on  the  Continent,  to  be  the  meaning  and  jjur- 
pose  of  Socialism.  Bnt  there  is  a  capacity  of  exertion  and 
self-denial  in  the  masses  of 'mankind,  which  is  never  known 
but  on  the  rare  occasions  on  which  it  U  appealed  to  in  the 
name  of  some  great  idea  or  elevated  sentiment.  Snch  an 
appeal  was  made  by  the  French  Ec volution  of  184S.  For 
the  first  time  it  then  seemed  to  the  intelligent  and  generous 
of  the  working  classes  of  a  great  nation,  that  they  had 
obtained  a  government  who  sincerely  desired  the  freedom 
and  dignity  of  the  niany,  and  who  did  not  look  upon  it  as 
their  natnral  and  legitimate  state  to  be  instinmients  of  jtro* 
dnction,  worked  for  the  benefit  of  the  posae^ors  of  capitah 
Under  this  enconrgement,  the  ideas  sown  by  Socialist 
writers,  of  an  emancipation  of  labour  to  be  eS'eeted  by 
means  of  association,  throve  and  fnictified  ;  and  many 
working  people  came  to  the  resolution,  not  only  that  they 
w^ould  work  tor  one  another,  instead  of  working  for  a  master 
tradesman  or  mannfactnrer,  but  that  they  would  also  free 


oordinp  to  tho  report  of  a  recent  vjglujr  to  Manilla,  a  Bitnilar  coTiBtitBtion  of  the 
relation  botTvecn  an  euipkver  and  labourem.  "In  these  Chinese  shop.«i"  (at 
Manilla)  '*  the  owner  nsnallj  engages  all  the  activity  of  his  countrrmen  t'niployed 
by  him  in  them,  by  giving:  eadi  of  them  a  share  in  the  profits  of  the  concern,  or 
TTi  fact  by  making  tbera  all  small  partners  in  the  buniness,  of  which  be  of  course 
takes  care  to  retain  the  lion^a  share,  80  that  while  doing  good  for  him  by  man- 
aging: it  well,  they  are  also  benefiting  themselves.  To  ?nch  an  extent  ia  this  prin- 
ciple ca^irried  that  it  isi  ni^nal  to  give  even  their  coolies  a  share  in  the  profits  of 
the  husinesB  in  lieu  of  fixed  wagi]^,  and  the  plan  appears  to  suit  their  temper 
well ;  for  althongb  they  are  in  general  most  eoTnplete  cye-servanta  when  working 
for  a  fixed  wa^e,  they  are  found  to  Vje  most  iiidtistrioue  and  u^iefnJ  ones  when 
interested  even  for  the  smallest  share."^MeMit'king*s  Recolleetions  of  Manilla 
aind  the  PhiHppincd  during  1848,  1849,  and  1850,  p  24. 
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quel  lis  ne  poiivaient  desceiidre ;  bref,  qu'ils  ne  pouvaient 
pug  rudiiirc  leur  deinaiide  d'uo  sou.      La  commk&iun  re- 

'^  Or,  apres  ce  refug,  et  le  pi'ojet  de  la  grande  association 
('•tatit  abandonne,  voici  ce  qui  arriva:  c'est  que  qiiatorze 
ouvriei's,  et  il  est  assez  siugiilier  que  panni  eux  se  soit 
trouve  Fun  des  deux  delcgues,  se  reeolurent  a  fonder  entre 
eux  uue  association  pour  la  IVdjrique  dm  pianos.  Le 
projet  etait  au  moins  teineraire  de  la  part  dliommes  qui 
iravaient  ni  argent  ni  credit ;  uiais  la  foi  ne  raieouue  pas, 
elle  agit. 

**  Nos  quatorze  liommes  se  mirent  done  a  Toeuvre,  et  Toici 
le  rrcit  dc  leurs  premiers  travaux,  que  j'empnmte  a  un  article 
du  Natwnal,  tres  bieii  redige  par  M.  Cochut,  et  dont  je  me 
plais  a  attester  Fexaetitude. 

**  Quelques-nns  d'entre  eux,  qui  avaient  travaille  a  leur 
propre  corjqrte^  apportiTcnt,  tant  en  outils  qu'en  materiaux, 
une  valeur  d'environ  2000  fr.  II  fallait,,  en  outre^  un  tbnds 
de  rouleinent,  Chacua  des  societaires  opera^  non  sans  peine, 
un  versement  de  10  fr.  Un  certain  nonabre  d'ouvriers,  non 
iDtcresseB  dans  la  soeiete,  firent  arte  d'adheeion,  en  apportant 
de  faibles  offrandes.  Bref,  le  10  mars  1849,  une  sorame  de 
229  fr.  50  cent,  ayant  ete  realisee,  rassociation  fut  declaree 
constituce. 

a  (j^  foiids  social  n'etait  pas  m^rae  suffisant  pour  Finstal- 
lation  et  pour  les  menues  depenses  qu'entraine  au  jour  le 
lour  Ic  service  d\in  atelier.  Eien  ne  restant  pour  les 
s    il  se  passa  ]>re3  de  deux  mois  sans  que  les  tra- 


gic 


ftUleurs  toucba^^^ent   uu  centime.     Comment   veeurent-ils 

TiJaut  <^tte  crise?     Comme  vivent  les  ouvriers  pendant 

V    lionrn'^e,  en  parta^eant  la  ration  du  canmrade  qui  travail  le, 

veodant  on  en  engageant  piece  a  piece  le  peu  d'etFets 

i^Q^av^t  ex^nto  quelquee  travaux.  On  en  toucba  le 
'  V^mai  1^"^^*  ^^  i*^^*^  ^^*  F*^^^  Fassociation  ce  qu'est 
^^fSoiie  ^  Vemtrec  d'une  campagne;  aussi  voulut-on  le 
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lived  on  bread  and  water  while  they  devoted  the  whrde 
surphis  of  their  gains  to  the  Ibniiation  of  a  eapitah  *'  Sou- 
vent,"  says  M.  Feugaera}^,^  *'  la  caisse  etait  tout-a-tait  vide^ 
et  il  n'y  avait  pas  de  salaire  dn  tout  Et  puis  la  vente  ne 
marcb^it  pas,  les  rentrees  se  tkisaient  atteudrej  les  valeurs 
ne  s'eflcomptaient  pas,  le  magaain  des  inatierea  premieres 
^tait  vide ;  et  il  fallait  se  priver,  ae  restreindre  dans  toutes 
ses  depenses,  se  reduirc  quelqucfois  an  pain  et  a  Feau  .... 
C'est  an  prix  de  ces  angoisseB  et  de  ces  miseres,  c'est  par 
cette  voie  doukmreuse,  que  des  homuies,  saos  presque 
aucune  autre  ressouree  au  debut  que  leur  boriue  voloote  et 
leurs  bras,  sont  parvenus  a  se  former  uno  clientelej  a 
aequerir  iin  credit,  a  se  ereer  enfin  un  capital  social,  et  a 
fonder  ainsi  des  associations  dont  favenir  anjourd'tiui  sera- 
ble  assure,'* 

I  will  quote  at  length  the  remarkable  history  of  one  of 
these  associations.f 

"  La  uecessite  d'un  puissant  capital  pour  retablisseraent 
d'une  fabrique  de  pianos  etait  si  bien  reconnue  dans  la  cor- 
poration, qu'en  184:8  les  delcgucs  de  plusieiirs  centaines 
d'ouvriers,  qui  s'etaient  reunis  pour  la  formation  d'uncgrande 
association,  demanderent  en  sou  nom  au  gonvernement  nne 
subvention  de  300,000  fr.,  c'est-a-dke  la  dixieme  partie  du 
fonds  total  vote  par  PAssemblee  Constituante.  Je  me 
Bonviens  d'avoir  fait,  en  qualite  de  niembre  de  la  coniniission 
ehargee  de  distribuer  ees  funds,  des  efforts  inutiles  pour 
eonvainere  les  deux  delegues  avec  qui  la  commission  etait 
en  rapport,  que  leur  demande  etait  exorbitante.  Toutes 
mes  instances  resterent  sanasucces;  je  prolongeai  v^ainement 
la  coiderence  pendant  pres  de  deux  henres.  *Les  deux 
delegues  me  repondircnt  imperturbablement  que  leur 
Industrie  etait  dans  nne  condition  speciale ;  que  I'association 
ne  pouvait  s'y  ^^tablir  avec  chance  de  reussite  que  sur  une 
tres  grande  echelle  et  avec  nn  capital  considerable,  et  que 
la  sorame  de  300,000  fr.  etait  an  minimum  au-dessoug  du- 
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quel  lis  ne  ponvaient  desceiidre ;  bref,  qu'ils  ne  poiivaient 
pas  redo  ire  leur  demande  d'un  sou.  La  commissiou  re- 
fusa, 

'^  Or,  aprcs  ce  refiis,  et  le  projet  de  la  grande  association 
etant  abandoune,  void  ce  qui  arriva;  c'est  que  qpatorze 
ouvriers,  et  il  est  assez  singiilier  que  parmi  eux  se  soit 
trouve  Tim  des  deiix  delegues,  ee  resolurent  a  fonder  eutre 
eux  une  association  pour  la  fabrique  dea  pianos.  Le 
projet  etait  an  moins  teuieraire  de  la  part  d'homnies  qui 
n^avaient  ni  argent  ni  credit ;  mais  la  foi  ne  raisonne  pas, 
•elle  agit. 

"  No8  quatorze  liommes  se  niirent  done  a  Tcenvre,  et  voici 
le  recit  de  lenrs  premiers  travaux,  que  j'emprunte  a  un  article 
-du  National^  tres  bien  redige  par  M.  Cocbut,  et  dont  je  me 
plais  a  attester  Inexactitude. 

"Quelqnes-nns  d'entre  enx,  qui  avaient  travaille  a  lenr 
propre  coniptOj  apporterent,  tant  en  oiitils  qn'en  materiaux, 
nne  valeur  d'environ  2000  fr.  II  fallait,  en  outre,  un  fonds  ■ 
■de  rouleiuent.  Cliaeun  des  societaires  opem,  nou  sans  peine, 
un  versement  de  10  fr,  Un  certain  nombre  d'ouTriers,  non 
interesBeB  dans  la  societe,  firent  acte  d'adhesion,  en  apportant  ■ 
de  faibles  ofFrandes,  Brefjle  10  mars  1849,  une  somme  de 
229  fr.  50  cent,  ayant  ete  realisce,  rassociation  fat  declaree 
constituee. 

"  Ce  fonds  social  n'etait  pas  meme  suffisant  pour  Pinsta!- 
lation,  et  pour  les  menues  depenses  qu'en train e  au  jour  le 
jour  le  service  d'un  atelier.  Eien  ne  restant  pour  les 
fialaires,  il  se  passa  pres  de  deux  mois  sans  que  les  tra- 
vaillenrs  touebassent  un  centime.  Comment  vecurent-ils 
pendant  Cette  crise?  Comme  vivent  les  ouvriers  pendant 
le  chomage,  en  partageant  la  ration  du  eamarade  qui  travaille, 
en  vend  ant  on  en  engageant  piece  a  piece  le  pen  d'etfets 
qn^on  possede. 

"  On  avait  execute  qnelques  travaux.  On  en  toucha  le 
prix  le  4  mai  1849,  Ce  jour  fut  ponr  I'aBSociation  ce  qu'est 
ime  victoire  a  Tentree  d'luie  canipagne :  aussi  voulut-on  le 


I 
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celel^rei'.  Toutes  les  dettes  exigibles  c'tant  payees,  le  divi- 
dende  deebaque  societaire  s'elevait  ii  6  fr.  61  cent.  On 
coBvint  d'attribuer  a  cbaeim  5  fr.  a  valoir  Bur  son  salaire,  et 
de  consacrer  le  sui^kis  u  un  repas  fraterneb  Les  quatorze 
eocietaires,  dont  la  plupart  n'avaieut  pas  bii  de  vin  depiiis 
un  an,  se  reunirent,  avec  leurs  femmes  et  leurs  enfants.  On 
depensa  32  eons  i^ar  menage.  On  parle  encore  de  cette 
jonmec,  dans  les  ateliers,  avee  une  emotion  qn*il  est  difficile 
de  ne  pas  partagen 

"  Pendant  iin  mois  encore,  il  fallnt  se  contenter  d'nne  paie 
de  5  fr,  par  semaine,  Dans  le  conrant  de  juin,  nn  bonknger, 
melomane  ou  specnlateiir,  ofiVit  d'aelieter  un  piano  payable 
en  pain.  On  fit  marcbe  an  prix  de  4S0  fiv  Ce  fnt  nne  bonne 
fortnne  ponr  Tassociation.  On  eut  du  moins  Tinflispensable. 
On  ne  vonbxt  pas  e  vainer  le  pain  dans  le  corapte  dcs  salaires. 
Chacun  mangea  selon  son  appetit,  on  pour  mienx  dire, 
selon  Tap  petit  de  sa  famille ;  ear  les  societaires  niaries 
fiirent  antorises  a  emporter  du  pain  pour  leurs  femnics  et 
leurs  enfants. 

'*  Cependant  rassociatioiij  composee  d'onvriers  exeel- 
lents,  surmontait  pen  a  pen  les  obstaeles  et  les  privations 
qui  avaient  entrave  ses  debnts.  See  livres  de  caisse  offrent 
les  meillenrs  teraoignages  des  progr^s  que  ses  instrnnients  out 
faits  dans  I'estime  des  acheteurs.  A  partir  dn  niois  d'aout 
1849,  on  voit  le  contingent  hebdomadal  re  s^elerer  a  lOj  a  15, 
a  20  fr,  par  semaine ;  niais  cette  deniicre  sonnne  ne  represente 
pas  tons  les  benefices,  et  cbacpie  associe  a  laisse  a  la  masse 
beau  con  p  plus  qn'il  n'a  toncbe, 

"  Ce  n'est  pas»  en  effet,  par  la  somme  qne  toncbe  cliaqne 
semaine  le  soeictairc,  qu'il  fant  apprecier  sa  situation, 
mais  par  la  part  de  propriete  acquise  dans  un  6tablisBe- 
ment  deja  considerable,  Yoici  I'etat  de  situation  de  Fasso- 
ciation,tcl  que  je  Tai  releve  sur  Tin^^entaire  du  SOdecerabre 
1850. 

"  A  cette  epoqne,  les  assoei^^s  sont  au  nombre  de  trente- 
denx.  De  rastcs  ateliers  ou  magasins,  loues  2000  fr.,  ne 
leur  euffisent  plus. 
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Independamment  de  routillage,  evalue  a      5,922 
Ik   pussiideut   uQ   maix-Landijses,  et  snr- 
toat  en  matier^  prtjtnieres,  one  va* 

leupde 22,972 

lis  ont  en  caisse i,u21 

Leurs  effets  en  portefeuille  montent  a  .    .       3,54<) 
Le  compte  des  deLiteiiTB  s'eleve  a* .    .    .       5,861 


90 


39,317   88 


L'actif  social  est  done  en  totalite  de    • 
Snr  ce  total,  il  n' est  dii  que  4,737  fr.  86  c- 
a  des  creancierft,  et  1,650  fr.  a  quatre- 
vingtg  adherents  jf  ensemble      .     .     .     6,387 


86 


b 


Eestent 32,930     2 

forroant  Pactif  r^el,  comprenant  le  capital  indivisible  et  le 
capital  de  reserve  des  societaires.  L'association,  a  la  ni^me 
epoque,  avait  soixante-seize  pianos  en  construction,  et  ne  pou- 
rait  foumir  a  tontes  les  demandes," 

From  a  later  report  we  learn  that  this  society  snbseqnently 
divided  itself  into  two  separate  associations,  one  of  which, 
in  1854,  already  possessed  a  circulating  capital  of  56,000 
francs.:}: 

*  *'  C^  deux  demiers  articles  nc  cotupreiment  que  de  trfes  bonnes  Tslears^ 
qui,  preaque  loutes,  ont  et^  sold^es  depuis." 

f  **  Cea  ad!i6renta  aont  des  ouvHere  dn  m^dtier  qui  ont  c^mnmnd'it^  riissoeia- 
tlan  dans  sea  debuta:  une  partiQ  d'unCre  gux  a  6td  rembotirs^e  depiiis  le  com- 
mencement de  185 L  Le  compte  des  cr^anciera  a  ausai  beaucoup  diminud;  au 
28  Avril,  il  ne  s'elevail  qn'k  1113  fn  69  C," 

I  Article  by  M.  ChcrbuQez  on  Les  AssoeiaiionB  Qumieret^  in  the  Journal 
des  Eoononiist*\s  for  November  1860. 

I  Bubjoinf  from  M.  Vllliauni6  and  M.  CIierbuHeK,  detailed  particulars  of  oiber 
eminently  successful  expenmerite  by  associated  workpeople. 

"Nous  ciierons  en  premiere  ligne,"  Baya  M,  Cherbuliez,  '^comme  tLjsmi 
atieint  sou  but  et  prdi>ienlaDt  uck  resultat  d(^finltif,  rAsaociation  Reinquet^  de  la 
Ruo  Garancifere,  k  Paris,  dotit  le  fondtiteur  6tftrt,  en  1848^  prote  dans  I'lEuprimerie 
Renouard.  Cette  maiaon  ayant  6t6  forc^e  de  liqnider  wes  aflhlrcs,  il  proposa 
aux  antrcs  onvriera  de  si^sfocier  aree  lui  et  de  contiouer  Tentrcprise  pour  leur 
propre  compte,  en  demandaDt  une  subvention  pour  couvrir  le  prix  dWhat  et  les 
pTCtniercd  aviu'res.  Quinxe  ouvriera  ajcct*plfererit  fette  prupoaitiun»  et  fornit^renl 
une  society  en  nom  nolleetif,  dont  l^a  »taluU  lixaient  le  sal&ire  de  chuque  ci^p^ 
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Tlie  same  admirable  qualities  by  wlucli  the  assueiatioiis 
were  carried  througli  their  ear Ij  struggles,  maintained  them 
in  their  in  creasing  prosperity.     Their  rules  of  diseipline, 


4e  toi^l  et  pourToyaient  k  In  fonnation  gradnelle  du  c&pita!  d^expkiitiitton  par 
un  prelevemeiit  de  25  pour  n»U  sur  ions  les  salaire^^  pi-elfeve merit  f|ui  i\e  devait 
doDBer  ttucun  dividende  et  auctiti  luteret  jusqu'A  reipiratioii  des  dix  libn^e^  que 
devait  dartr  la  sociute.  Reniqiiet  demanda  et  obtint  pour  lui  la  direction  ub- 
solue  de  Feutrepiiae,  avec  im  sakire  fii6  ties  mod<jii6.  A  la  liquidation  defini- 
tive, le  benefice  total  devait  se  partager  entre  toua  les  associes,  au  pro  rata  de 
leur  quote-part  dans  le  fonds,  cV^-^t-i-dire,  du  travail  que  cbaeun  aurait  fourni. 
Une  subvention  de  80,000  francs  fut  accord  ee  par  IE  tat,  non  sans  beaucoup  de 
difficidte,  et  i  des  conditioud  trfes  ou^rcuBCS.  En  d^pit  de  cos  coiiditioD:*»  et 
malgre  k^  drcomjtaiicts  defavorables  qui  tesulterent  de  la  aituiition  politique  du 
pays,  rA.^ociation  Reniquet  a  si  bien  prospert?,  qu  etle  s'est  tronvee,  ^  Fcpoque 
de  la  liquidation,  et  aprcs  avoir  reiubours6  la  subvention  de  rEtat,  en  possesaioa 
d'un  capital  net  de  155,000  fmnca,  dont  le  partage  a  produit  en  niojennc, 
iu,000  a  li,00O  fmticsi  pour  chaque  associe:   7,000  en  uiininiuto,  lii,000  en  mox- 

^*  La  So<?i6te  Fratemelle  des  Ouvriera  Ferblaiitiera  et  Lampi^tea  avait  616 
fOod^e  des  le  moid  de  mars  185S,  par  500  ourners,  comprcnant  la  preaque 
totality  de  ceux  qui  apparteuaient  alors  h  cette  branehe  dlndustrie,  Ce  premier 
essai,  inepiri^  par  dea  idees  escentriquest  et  inapplicable^^  o'ayant  pas  survecu 
&UX  fiU&le:^  journeC4i  de  juin,  une  uouvelle  ajsaociation  se  forma,  apres  le  reta- 
bliflsenient  de  Ford  re,  sur  des  proportions  plu?  iiiodcstes.  Compose  e  d'abord  de 
{{uarante  inerabreB,  eile  entreprit  ses  affaire^?,  en  1849,  nvee  un  capital  forme  par 
les  cotiaations  de  ses  membres,  aans  demander  aucune  subvention.  Apr^ 
di verses  perip^ties,  qui  r6diiisirent  k  trois  le  nonibre  dca  associee,  puis  le  rame* 
nerent  a  quator^e,  et  le  firent  de  nouveau  ret^ijtuber  k  Irois,  elle  fiuit  pourtant 
par  »e  oonsolider  entre  quamntc-ajt  membres,  qui  re  forme  rent  paisiblement  leura 
statuta  dans  Ics  points  que  IVxp^rience  avait  sir;nales  comme  vicieux,  et  qui,  leur 
norabre  s*6tant  ^lev6  jusqu''a  100  par  des  recrutements  successifs,  se  trouv^rentj 
des  I'annee  185R,  en  poaaession  d'un  avoir  de  50,000  francs,  et  en  6tat  do  se  par- 
tager  annuelleuient  un  dividende  de  20,oO«>  frtuies. 

'*  L'association  dca  ouvriers  bijoutiera  en  dor 6,  la  plus  ancienne  de  toutes, 
¥i'6tait  formee  d^  Fannec  1831,  de  huii  ouvriers,  avec  un  cafiital  de  200  fniuca 
provenant  de  lenrs  (^par^rnea  rfeunies.  Une  subvention  de  24,000  fi-anca  lui  per- 
mit, en  1849,  d'^tendre  beaucoup  ses  afTaires,  dont  le  chilTrc  annuel  s'elevait 
d^ji,  en  18S8,  ik  140,000  francs,  et  aifsurait  k  ebaciue  associe  un  dividendc  ^gaX 
au  double  de  leur  salaire." 

The  following  are  from  M.  Villiaumfi: — 

**  Apr^?  lea  joumeea  de  juin  1S48,  k  travail  ^tait  suspend u  dans  le  faubourg 
Saint-Antoine,  occnp6  eurtout,  eomme  on  le  sait,  par  lea  fabrieanti*  de  meubleA 
Quelquea  meriuisiera  en  fauieuils  firent  un  appel  k  cenx  qui  aeraient  dispones  i 
travailler  ensembie.     Sur  six  a  sept  cents  de  cette  profession,  quatre  eeuts  se 
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ioetead  of  heing  inore  lax,  are  stricter  than  those  of  ordin^jy 

irork^opg ;  but  being  rules  aeli^^mpoeed,  for  the  manifest 
good  of  the  commimity,  and  not  for  the  eoQTenienee  of  aa 
emplojer  regarded  a^  having  an  #  ppoeite  intere^^  thcr  aie 
iar  more  serGpulotisly  obeyed,  and  the  voluntarr  obedience 
carries  with  it  a  sense  of  personal  worth  and  dignitr*  Widi 
wonderful  rapidity  the  associated  work-people  have  learnt  to 
correct  tho^ie  of  the  ideas  th^  set  oat  with,  which  are  in 
opposition  to  the  teaching  of  reason  and  experience.     Almost 


6m  plos  xeUs 


firent  inaerlfe.    Man  eoflmie  le  eapiul  maiMiiist, 

de  Se9  Inncfl  en  ontOs,  et  ISS  fmncs  iX^ 

**  hear  boo  gout,  knr  laymoMik  et  resaetitnde  de  kms  fbimikmr«» 
faun  dUxrach^  Ics  unocys  fwrciil  hkatiait  en  oonabre  de  oem  liiiiL    Us  re^ 
icnt  de  FEtit  one  svinee  de  85  mille  frma^  rembomaefclei  en  qoaione  aam  per 

mmnite^  a  raidon  de  S  fr.  75  C,  pour  cent  <f  interet, 

^^£a  1857f  le  nombre  des  SModes  est  de  eoixanfie-diK],  celoi  dea  anxHuiro 
de  cent  en  moyenne.  Tons  lea  aaoci^  Totent  pour  Feleciion  d* tm  conseU  d'ad* 
ministration  de  bait  membres,  et  d*iin  g^rant,  dont  le  nom  repr^seote  la  raison 
aociale.  La  dlatribfitioa  et  la  surveillaooe  do  traTai]  dans  les  ateliers  aonC  coo- 
fi^ea  k  dea  ccmtrenialtrea  eboiriB  par  le  g^mnt  et  le  eoodeO.  n  j  a  on  oontie- 
maltre  poor  ^ii^  on  vingt^einq  bonune^ 

"  Le  trarftit  est  ^j6  aux  pieces,  stiiiraot  les  tarifa  arrkis  en  aoBeinbl^ 
gdn^rale.  he  sakire  pent  varier  entre  3  et  7  francs  par  jour,  eeloa  k  iHe  el 
I'babitet^  de  TouTner.  La  mojenne  est  de  50  francs  par  qoinzaine.  Ceux  qui 
ga^ent  le  moma  toucbent  prfes  de  40  franca  par  quinzaine.  Cn  grand  nombre 
ga^eQt  80  franca,  Dea  scutpteurs  et  mouluriers  gsgnent  jusqu'a  100  franci, 
aoit  200  franca  par  moM.  Cbacun  a'cngage  a  foumir  cent-vingt  beurea  par  quin- 
zaine,  aoit  di%  heurea  par  jour.  Anx  tennes  du  r^lement  cbaque  benre  de 
,  deficit  soutnet  le  d^Hnquant  k  une  amende  de  10  centimes  par  beare  en-de^  de 
trente  beares^  et  de  Id  cen times  au-deljk.  Cette  disposition  avait  poor  obyet 
d'abolir  Iliabitiide  du  lundi,  et  elle  a  produit  don  eficL  Depuis  deux  ana,  le 
i^at^me  dea  amended  est  tomb6  en  ddauetude,  k  cause  de  la  bonne  conduite  des 
■aeoci^a. 

**QQoiqne  rapport  des  luwoci^  n'ait  ^t^  qne  de  369  franca,  le  materiel  d'ex- 
plcvitation  ap|mrteiiuiit  k  r^tabliaienient*  a'^lerait  d6}k,  en  1651,  k  671S  frand 
et  ravoir  social^  y  compris  lea  cr^ances,  k  24,(XXJ  francs.  Depuis  lota  oettu 
aaaodatioD  eat  de  venue  plus  florissante,  ayant  resiste  k  touA  lea  obstade$  qui  luf 
ont  6iii  auHcitea.     Cette  mnjaon  est  la  plna  forte  de  Paris  dana  son  genre,  et  b 


*  Ue§t  aitai  dans  la  rue  de  CbsvoDiie,  oonr  8«lai-Jfl6eph,  au  Iktiboarg  Safot-AntolDe. 
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all  tlic  associationSj  at  first,  excluded  pieeework,  and  gave 
equal  wages  whether  the  work  done  waa  more  or  less. 
Almost  all  have  abandoned  this  system,  and  aller  allowing 


ploa  consider^e,    Ellc  fait  dea  affaires  pour  400  mille  francs  par  aiL    Void  son 
iQventaire  de  d^cembpe  1866. 

Actif. 

E^p^ces -        446     ^0 

Marchandises *     82^930     **  fajt  d'avance^  ce  qui  empecke  le 

chomage. 

Balairea  paj6a  d'ttTance .     .     .       2^421     70 

Mat^Tlel 20,891     86 

Portefeuille 9,^11     75 

Heublea  conaignea.       »     »     ,         211      ** 

Lover  d'avauce 4,933     10 

Debittmrs  divers 48,286     95 

169,831     65 

Ptimif, 

Effets  k  payer 8,655 

Fonds  d'association 133 

10(1  fr.  &  chacun     .     ,     ,     ,     .     .     7,600  ne  la  doiTcnt  qii^i  eui-mSmes/ 

Fonda  de  retenu©  indiviaiblQ     ,     .     9,205     84  pour  TEtat,  qui  preud  10  p.  100 

par  an  gur  les  benefices,  le  tout 
payable  au  bout  do  14  ansi. 

Calase  de  secoura 1,544     30  ne  la  doivent  qu'i  eui-memea. 

Pret  de  I'Etatj  principal  et  intfirk    27,053      '* 
Cr^auciers  divei*a 12,669     51  , 

66,762     66 

Difference  actiee, 
100,398     90.     La  aoeit^te  poas&de  en  ri-alit^  123,000  fr." 
But  the  moat  important  assoeiation  of  all  is  that  of  the  Masons: — 
**  L'association  des  masons  fut  fondee  le  10  aoilt  1848.     Elle  a  son  si^ge  roe 
Saint-Vietor,  155.     Le  norabre  de  ces  membrea  est  de  86,  et  cehu  de  aes  auxil- 
iairea  de  trois  a  quatre  centjf>i.     Elle  a  deux  g^rauts  h  aa  tete;  Fun,  eharj^e 
sp^ciaiement  dua  eonatrueiioiia ;  Tautre,  de  l^adrainistration.     Lea  deux  geranta 
passeut  pour  lea  plua  habiles  entrepreoeura  de  ma^ouiierie  de  Paris,  et  ils  se  con- 
tentent  d'un  modeste  traitement.     Cette  association  vient  de  construtie  troia  ou 
quatre  dea  plua  remaitpiables  hotels  de  la  capitale.     Bien  quVUe  travaille  avec 
plua  dV^conomie  que  lea  entrepreneurs  ordinairea,  comnie  on  ne  la  remboupse 
qu'tt  des  termes  Eloign ea,  c'eat  aurtout  pour  ellc  qu'uue  banque  aerait  necessaire, 
car  elle  a  dea  avances  considerables  h  taire.     N^aiimoius  elle  proapere,  et  la 
preuve  en  est  dana  le  dividende  de  66  pour  100  qu*a  produit  cette  anne*  aoia. 
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to  eveiy  one  a  fixed  minimum,  eufficient  for  subsistence, 
they  apportion  all  further  remuneration  according  to  tbe 
work    done:   most    of   them    even    dividing    tlie    profits 

propi^  CApitAl,  et  qtz^elle  a  P&76  anx  eiloyens  qui  se  sont  asBOci^  k  aes  op^ro^ 
tiona. 

^''Ceiie  asaociation  est  form^e  d^ouvriers  qui  B^apportent  que  leur  IravaO; 
d^auirea  qui  ap{>orteiit  leur  travail  et  un  capital  quelconque ;  etifiit  de  citoxciu 
qui  ne  tmvailleuE  point,  mnds  qui  se  sont  ttssocl&B  en  foumiEsant  im  capital. 

*^  Les  masons  se  11  Trent  le  Boir  h  un  cuj^iguemeiit  oiutiieL  Chez  eux, 
comme  chcz  tea  fabncantd  de  fauteuilK^  le  malade  e^t  eoigue  aux  frais  de  la 
iocidt^,  (3t  reyoit  eu  uutre  ini  Bolaire  durant  ea  maladiij.  Chactm  tiAi  proteg6  par 
rftssociation  dojis  tous  iea  atJtL'B  de  sti  vie.  Li'n  fuhi  icunte  de  fauteuila  atiroiit 
bitink'it  chacun  un  capital  de  deux  ou  trois  mille  franca  k  leur  diBpusittoa,  aoit 
pour  doter  leurs  fillea,  aoJt  pour  comnunieor  line  reserve  pour  Tavenir.  Quant 
aux  ma^oua,  quelques-uuB  poss^deot  deji  40U0  francs  d^^pargnea  qui  reatent  nu 
fy&dB  soeiaL 

*'•  Avant  qu^ila  fusaent  assoclda,  cea  ouvriera  ^taient  pauvrement  y^tua  de  It 
veite  et  de  la  blouse*  pareG  quc^  fnutc  de  pnlivovauce^  et  surtout  k  cause  du 
chdmage,  ila  u^avuient  jaiuala  une  somiuc  dbponible  de  60  fraues  pour  acheter 
une  redingote.  Aujourd'hui,  la  plupart  sont  vetua  auaai  bien  que  lea  bourgeoU; 
quelqyefoifl  memo  aveu  plus  de  goQt.  Cela  tieut  li  ce  que  rouvrier,  ayaut  un 
credit  dans  sou  tiaaociation^  trouvo  partout  ce  dout  il  a  besoiii  mr  un  bon  ([ull 
souscrit;  et  la  caiase  retient  chaque  quinzaine  une  purtle  de  In  sorame  i  (^-leindre. 
De  la  BOrte,  Tfipargne  se  fait,  pour  amei  dire,  inalgr^  rouvrier.  Plusieurs  m^me, 
n'ayant  plus  de  dette«,  ee  souficrivent  i\  eux-m6mea  dea  bona  de  100  francs  paya- 
bles en  cinq  mois,  ai)u  de  register  k  la  teutation  des  depenses  tn utiles.  Ou  leur 
retieut  10  franca  pur  quiuzaine;  et  au  bout  dea  cinq  mois^  bon  gr6»  tnal  gr^,  lis 
iron  vent  ce  petit  capitaWpai'<^n6." 

The  following  table,  taken  bv  M,  Chcrbuliez  from  a  ivork  {Die  ffeicerblithtn 
und  mrthnekaftlicht'n  GenoitmnJiehaften  tkr  arbeitemien  Clmntn  in  England^ 
Frmiki'eich  und  iMutschlaitd)  publiBhed  at  Tiibingea  in  1860  by  Profesaor 
Iluber  (one  of  tbe  moat  ardent  and  high-principled  apostlea  of  this  kind  of  co- 
opemtion),  sliowa  the  rapidly  progrcfisive  growth  in  prosperity  of  the  Masooef 
AaaooiatJoii  up  to  16fiS  : — 

Amrmnt  of  PToflta 

Year,  bii«iiK'»A  done*         realised. 

fr,  fr. 

1852  ,     .     . 45,530  ...       1,000 

1863 297;208  ...  7,000 

1864 344,240  ...  20J)00 

1856 614,604  ...  46,000 

1866 .  9I*«,240  ...  80,000 

1857 1,330,000  ...  100,000 

1858 l,231,4ei  ...  130,000 

**Sur  ce  dernier  dividende,"  adda  M.  Cherbullez,  '*  30,000  franca  ont  6t4 
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at  the  end  of  tlie  year,  in  the  same  proportion  as  tlie 
earnings.* 

It  is  the  dechired  princii>le  of  iuo?^t  of  these  associations, 
that  they  do  not  exist  lor  tlie  mere  private  benefit  of  the  indi* 
\idiial  members,  hut  for  the  promotion  of  the  co-operative 
cause.  With  everj  extensiooj  therefore,  of  their  business, 
the  J  take  in  additional  members,  not  to  receive  wages  from 
them  as  hired  labourers,  but  to  enter  at  once  into  the  full 
benefits  of  the  association,  without  being  required  to  liring 
anything  in,  except  theur  labour :  the  only  condition  imposed 
is  that  of  receiving  during  a  lew  years  a  smaller  share  in  the 
annual  division  of  profits,  as  some  equivalent  for  tlie  sacri- 

prfiJev&i  pour  le  fonds  de  r^serTe^  et  les  100,000  francs  rest  ant,  partagea  entre 
lea  ansoei^Sf  ont  donne  pour  chacuti  de  600  k  1500  fmncs^  outre  leur  saluire,  et 
leur  part  dans  la  pmpii^te  commutie  ett  immeublea  et  en  materiel  d'explolta- 
lioD." 

Of  the  management  of  the  asaoeiationa  generally*  M.  Villiaum^  aays^  **  J'al 
pu  me  convaincre  par  moi-nierae  de  Thabilet^  des  gerants  et  des  cO'nseils  d'ad- 
mini  strati  on  des  associations  ouvriferea.  Ces  g  grants  sont  hi  en  anp^ricura  pour 
rintdligenee,  le  2^1c%  et  mi^me  pour  la  politesse,  k  la  pbipart  dea  patrons  on 
entrepreneurs  particulierB.  Et  chez  lea  ouvriers  assodes^  lea  fiiueates  habitudes 
dlntempe ranee  disparaisaent  pen  a  peu^  avec  la  grosniiiret**  et  la  rudesse  qui  sont 
la  consequence  de  la  trop  incomplete  education  de  leur  cla^e." 

*  Even  the  nssoelation  founded  by  M.  Louis  Blanc,  that  of  the  tailors  of 
CHchy,  after  eighteen  months  ttial  of  bis  ayatem,  adopted  piece-work.  One  of 
the  reasons  given  by  them  for  abandoning  tbe  original  ayatem  ia  well  worth  ex- 
tracting. **En  outre  des  vlcea  dont  j*ai  parle^  len  tailleura  lui  reproehaient 
d'engendrer  Sana  eesse  des  dificuasions^  dea  que  relics,  k  cause  de  Finterfit  que 
chneun  avait  k  faire  traTaillcr  acs  voisins.  La  surveillance  rautuelle  de  Tatelier 
deg;Su£rait  ainsi  en  un  esclavage  veritable,  qui  ne  laissait  A  persoune  la  liberie  de 
Kou  temps  et  de  acs  actions.  Ces  dissensions  ont  disparu  par  Tiu trod uct ion  du 
traviiil  aux  pieces,"  Feugueray,  p,  88.  One  of  the  niosit  diacreditable  indica- 
tions of  a  low  moral  condition  given  of  late  by  the  English  working  clas&ea,  is 
the  opposition  to  piece- work.  When  the  payment  per  piece  ia  not  siifliciently 
high,  that  is  a  ja«t  ground  of  objection.  But  dislike  to  piece-work  in  itaelf^  ex- 
cept under  mistaken  notions;,  muiit  be  dislike  to  Justice  and  fairneaa ;  a  desire  to 
cheat,  by  not  giving  work  in  proportion  to  pay.  Piece-work  ia  the  perfection 
of  contract ;  and  contract,  in  all  work,  aod  m  the  most  minute  detail — the  prin- 
ciple of  8fO  mnch  paf  for  so  much  service,  carried  out  to  the  utmost  extremity- 
la  the  aystem,  of  all  others,  in  the  present  state  of  eociety  and  degree  of  civiliza- 
tion, Jiiost  favourable  to  the  wtuker ;  though  most  uofaYOUrahle  to  the  non- 
wotker  who  wishes  to  be  paid  for  being  idle. 
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fices  of  the  founders.  When  members  quit  the  association, 
which  they  are  always  at  liberty  to  do,  they  carry  none  of 
the  capital  with  them ;  it  remains  an  indivisible  propertyjof 
which  the  members  for  the  time  being  have  the  use,  but  not 
the  arbitrary  disposal ;  by  tl;e  stipulations  of  most  of  the  eon* 
tracts,  even  if  the  association  breaks  np,  the  capital  cannot 
be  divided,  but  must  be  devoted  entire  to  some  work  of 
lienefieencc  or  of  puldic  utility.  A  fixed,  and  generally  a 
considerable,  proportion  of  t!ie  annual  profits,  is  not  shared 
among  the  members,  but  added  to  the  capital  of  the  associ- 
ation, or  devoted  to  the  repaymetit  of  advances  previously 
made  to  it:  another  portion  is  set  aside  to  provide  for  the 
sick  and  disabled,  and  another  to  form  a  fund  for  extending 
the  practice  of  association,  or  aiding  other  associations  in 
their  need.  The  managers  are  paid,  like  other  members, 
for  the  time  which  is  occupied  in  management,  usually  at 
the  rate  of  the  highest  paid  labour :  but  the  rule  is  adhered 
to,  that  the  exercise  of  power  shall  never  be  an  occasion  of 
profit. 

Of  the  ability  of  the  associations  to  compete  successfmly 
with  individual  capitalists,  even  at  an  early  period  of  their 
existence,  M,  Feugucray*  said,  "  Les  associations  qui  out 
ete  fondees  depuis  deux  annces,  avaient  bien  des  obstaclcss  a 
vaincre;  la  plupart  manquaient  presque  absolument  de 
capital ;  toutes  marehaient  dans  une  voie  encore  inexploree ; 
elles  bravaient  les  perils  qui  menacent  toujours  les  novateurs 
et  les  debutants.  Et  neanmoins,  dans  beaucoup  d 'industries 
oil  elles  se  sont  4tabliesj  elles  constituent  deja  pour  1^ 
anciennes  maisons  une  rivalite  redout  able,  qui  suseite  meme 
des  phiintes  nombreuses  dans  une  partie  de  la  bourgeoisie, 
non  pas  seulement  chez  les  traiteurs,  les  limonadiers  et  les 
coiffeurs,  e'est-a  dire  dans  les  industries  oii  Ja  nature  des 
produits  permet  aux  associations  de  compter  sur  la  clientele 
democratique,  mais  dans  d'autres  industries  ou  elles  n'ont 
pas  les  memes  avantages.  On  n'a  quM  consulter  par  ex- 
emple  les  fabricants  de  fautenile,  de 
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Ton  saiira  d'eux  si  les  etablisseinents  les  plus  importants  en 
leiirs  genres  de  fabrkatioii  ne  &orit  pas  les  etablissem tints 
des  associes." 

The  vitality  of  these  associations  most  indeed  be  great,  to 
have  enabled  about  twenty  of  theni  to  survive  not  only  the 
anti-socialist  reaction,  wliich  for  the  time  discredited  all  at- 
tempts to  enable  workpeople  to  be  their  own  employers — 
not  only  the  tiiU'asstrus  of  the  poliee,  and  the  hostile  policy 
of  the  govenmient  since  the  usurpation — but  in  addition  to 
these  obstacles^  all  the  difficulties  arising  from  the  trying 
condition  of  financial  and  commercial  affairs  from  1854  to 
1858.  Of  the  prosperity  attained  by  Bome  of  them  even 
while  passing  through  this  difficult  period,  I  have  given 
examples  which  must  be  conclusive  to  all  minds  as  to  the 
brilliant  future  reserved  for  the  principle  of  co-operation. 

It  is  not  in  France  alone  that  these  associations  have 
commenced  a  career  of  prosperity.  To  say  nothing  at  pres- 
ent of  Piedmont  or  of  Gerinany,  England  can  produce  cases 
uf  success  rivalling  even  those  which  I  have  cited  from 
Fi-ance*  Under  the  impulse  commenced  by  Mr.  Owen,  and 
more  recently  propagated  by  the  writings  and  personal 
efforts  of  a  band  of  friends,  chiefly  clergymen  and  barristers, 
to  whose  noble  exertions  too  much  praise  can  scarcely  be 
given,  the  good  seed  was  widely  sown  ;  the  necessary  alter- 
ations in  the  English  law  of  partnership  were  obtained  from 
Parliament,  on  the  benevolent  and  pnblic-spirited  initiative 
of  Mr.  Slaney ;  many  industrial  associations,  and  a  still 
greater  number  of  co-operative  stores  for  retail  pnrcliases, 
were  founded.  Among  these  are  already  many  instances  of 
remarkable  prosperity,  the  most  signal  of  which  are  the 
Leeds  Flour  Mill,  and  the  Rochdale  Society  of  Equitable 
Pioneers.  Of  this  last  association,  the  most  saccessful  of  all, 
the  history  has  been  written  in  a  very  interesting  manner 
by  Mr.  Holyoake;*  and  the  notoriety  which  by  this  and 
other  means  has  been  given  to  facts  so  encouraging,  is  cans- 


'^  Sclf'belp  bj  tbe  People-^Uiaiory  of  Co-opemtiou  in  Rochdale. 
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ing  a  rapid  extension  of  asgoeiatioDS  witb  similar  objects  m 
Lancashire  and  Vorkfthire. 

Tlie  original  capital  of  the  Rochdale  Society  eonsieted 
of  28^,,  brought  together  by  the  unassisted  economy  of  about 
forty  labourers,  through  the  slow  process  of  a  subscription 
of  twopence  (afterwards  raised  to  threepence)  per  week. 
With  this  sum  they  established  in  lS4ti  a  small  shop,  qt 
store,  for  the  supply  of  a  few  common  articles  for  the  con- 
sumptioD  of  their  own  families.  As  their  earefolnees  and 
lionesty  brought  them  an  increase  of  customers  and  of 
subscribers,  they  extended  their  operations  to  a  greater 
number  of  articles  of  consumptionj  and  in  a  tew  years 
w^cre  able  to  make  a  large  investment  in  shares  of  a  Co- 
operative Com  Mill,  Mr.  Ilolyoake  thus  relates  the  stages^ 
of  their  progress  up  to  1867* 

'*The  Equitable  Pioneer's  Society  is  divided  into  seven 
departments  :  Grocery,  Drapery,  Butchering,  Shoemaking, 
Clogging,  Tailorijig^  Wholesale. 

"  A  separate  account  is  kept  of  each  business,  and  a 
general  account  is  given  each  quarter,  showing  the  position 
of  the  whole. 

*'  The  grocery  Imsiness  was  commenced  as  w*e  have 
related,  in  December  1844,  with  only  four  articles  to  sell 
It  nf>w  includes  whatever  a  grocer's  sliop  should  include, 

"The  drapery  business  was  started  in  1847,  w^th  an 
humble  array  of  attractions.  In  1854  it  was  erected  into 
a  separate  department. 

**  A  year  earlier,  1846,  the  Store  began  to  sell  butchers' 
meat,  buying  eighty  or  one  Inindred  pounds  of  a  tradesman 
in  the  town.  After  a  while,  the  sales  were  discontinued 
until  1850,  when  t!ie  Society  had  a  warehouse  of  its  own, 
Mr  John  Moorhouse,  who  has  now  two  assistants,  buys  and 
kills  tor  the  Society  three  oxen,  eight  sheep,  sundry  porkers 
and  calves,  which  are  on  the  average  converted  into  130/. 
of  cHi^h  per  week, 

*vSlmeiriaking  commenced  in  1852.  Tlirec  men  and  an 
apprentice  make,  and  a  stock  is  kept  on  sale. 
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*'  Clogging  ai]d  tailoring  commenced  also  in  tliis  year. 

*' Tliu  wholesale  departnieitt  c-omnieneed  in  1852,  and 
marks  an  important  developniunt  of  tlie  Pioneers'  pro^^eed* 
iiigs.  Til  is  department  lias  been  created  for  supply  in  <r  any 
members  reqinring  lai'ge  quantities,  and  widi  a  \iew  to 
Knpply  the  co-operative  stores  of  Lancashire  and  Yorkshire, 
who8e  small  capitals  do  not  enable  them  to  buy  in  the  best 
markets,  nor  conunand  the  services  ot  Mliat  is  otlienvisc 
indispensable  to  every  store — a  ffood  buijn\  wh^  knows  the 
markets  and  his  business,  who  knows  what,  hnw,  and 
whei'e  to  buy.  Tlie  wholesale  department  guarantees 
purity,  quality,  fair  prices,  staindard  weiglit  and  measure, 
but  all  on  the  never-failing  principle,  cash  payment/' 

In  consequence  of  the  nunil»er  of  members  who  now 
reside  at  a  distance,  and  the  difficulty  of  serving  tlie  great 
inereaj^e  of  cnstoniers,  '*  Branch  stores  have  been  opened. 
In  1856,  tlie  first  Branch  was  opened,  in  the  Oldham  Koad, 
about  a  mile  from  the  centre  of  Rochdale.  In  1857  the 
Castleton  Branch,  and  another  in  the  Wbitworth  Road, 
were  established,  and  a  fourth  Branch  in  Pinfold/' 

The  warehouse,  of  which  their  original  Store  was  a 
single  apartment,  was  taken  on  lease  by  the  Society,  very 
much  out  of  repair,  in  1849.  "•  Every  part  ba^?  undergone 
neat  refitting  and  modest  decoration,  and  now  wears  the  air 
of  a  thoroughly  respectable  place  of  business.  One  ruoui  is 
now  handsomely  fitted  up  as  a  newsroom.  Another  is 
neatly  fitted  np  as  a  library.  ....  Their  newsroom  is  aa 
well  supplied  as  that  of  a  London  elnb."  It  is  now  **ft"ee 
to  members,  and  supported  from  the  Education  Fund,"  a 
fund  consisting  of  2^  per  cent  of  all  the  profits  divided, 
wdiich  is  set  ai)art  for  educational  purposes.  ''  The  Library 
contains  2200  volumes  of  the  best,  and  among  them,  many 
of  the  most  expensive  books  published.  The  Liltnu-y  ia 
free.  From  1850  to  1855,  a  school  for  yonng  persons  was 
conducted  at  a  charge  of  twopence  per  month.  Since  1855, 
a  room  has  been  granted  by  the  Board  for  the  use  of  from^ 


374 


BOOK    IV.     CHAPTER  VII. 


twenty  to  thirty  person Sy  from  the  ages  of  fourteen  to  forty 
fur  irnitual  instinietion  on  Sundays  and  Tnesdays.  .  .  . 

''  The  coni-mill  was  of  euiirse  rented,  and  etuod  at  Small 
Bridge^  some  distance  from  the  town — one  mile  and  a  half 
Tlie  Society  have  sinee  hnilt  in  the  town  an  entirely  new 
mill  fur  themselves.  The  engine  and  the  machinery  are  of 
the  most  substantial  and  inijtroved  kind.  The  capital 
invested  in  the  coni'inill  is  8,450/.  of  which  3,731/.  15.v.  2d. 
is  snhscrihed  by  the  Equitable  Pioneers'  Society,  Tlie 
roni-mill  employs  eleven  men,'" 

At  a  later  period  they  extended  their  operations  to  the 
staple  manufacture  itself.  Erora  the  success  of  tlie  Pioneers' 
Society  grew  not  only  tlie  co-operative  corn-mill,  Init  a  co- 
operative association  tor  cotton  and  woollen  niannfacturiug. 
"The  capital  in  this  depaitment  is  4000/.,  of  which  sum 
2042/.  lias  been  stibscribed  liy  the  Equitable  Pioneers* 
Society,  This  Manufacturing  Society  has  ninety-six  power 
looms  at  work,  and  employs  twenty*six  men,  seven  women, 
four  boys,  and  five  girls — in  all  forty-two  persons '' 

'^  In  1853  the  Store  purchased  for  745/.,  a  warehouse 
(free-hold)  on  the  opposite  side  of  the  street,  where  they 
keep  and  retail  their  stores  of  flour,  biitcher^s  meat,  pota- 
toes, and  kindred  articles.  Tlieir  committee-rooms  and 
(offices  are  fitted  up  in  the  same  building.  They  rent  other 
houses  adjoining  for  calico  and  hosiery  and  shoe  stores.  In 
their  wilderness  of  rooms,  the  visitor  stumbles  upon  slioe- 
makers  and  tailoi*s,  at  work  under  healthy  conditions,  and 
in  perfect  peace  of  mind  as  to  tlie  result  on  Saturday  night. 
Tlieir  warehouses  are  everywhere  hs  bonnti Fully  stocked  as 
Noah's  Ark,  and  cheerful  customers  literally  (*rowd  Toad 
Lane  at  niglit,  swarming  like  bees  to  every  counter.  The 
industrial  districts  of  England  have  not  such  another  sight  as 
the    Kochdalc    Co-operative   Store  on    Saturday  night/'* 


*  "But  it  IS  not,"  adds  Mr.  Ho!yt>ake,  **tbe  hrilliancyof  coramerdal  activit? 
in  which  uither  writer  or  reader  will  take  tlie  deepest  iiitere.«t ;  it  is  in  the  new 
and  improved  spirit  animjitinjp  this  intercjourse  of  irade.  Buyer  and  ^fller  meet 
IS  friends ;  there  is  no  Dverre4iuhlng  on  one  side,  and  tio  suspicion  on  the  other. 
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Since  tlie  ditigraceiul  failure  of  tlie  Rochdale  SavingH  Bank 
in  1849,  tlie  Society's  Store  has  become  the  virtual  Savings 
Bank  of  the  place, 

Tlie  Ibllovviiig  talde,  eonipleted  to  18f>0  from  the  Alma- 
nack pulJli^lled  by  the  Society,  shows  the  peciitjiary  result 
of  its  operations  from  the  commencement. 
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I  need  not  enter  into  similar  particulars  respecting  tlie 
Com-Mill  Society,  and  will  merely  state  tliat  in  1860  its 


....  These  erowds  of  humble  workmg  men,  who  never  knew  before  when 
they  put  jETOorl  food  in  their  mouths,  whose  «very  dinner  was  adulterated,  whoftp 
jiliocs  let  in  the  WHter  a  month  too  soon,  whose  waistcoats  shone  with  devHs" 
dnst,  and  wham  when  wore  calico  that  would  not  wash,  now  buy  in  the  markets 
like  roillkmnaires,  and  as  far  as  pitreneas  of  food  goes,  iive  like  lords."  Far  hot- 
ter, prohalvly,  in  that  particular;  for  assiiredly  lords  are  not  the  customers  least 
choflted,  in  the  prcj+ent  race  of  dishonest  competition.  "They  are  weavinf^  their 
uun  Htnffs,  raakinp;  their  own  shoes,  sewiufr  their  own  garments,  and  p:rindin(j 
their  own  €orn.  They  buy  the  purest  sugar  and  the  best  tea,  and  grind  their 
own  coffee*  They  slaughter  their  own  cattle,  and  the  finest  beasts  of  the  laud 
waddle  down  the  streets  of  Rochdale  for  the  consumption  of  flannel  weavers  and 
cobtders.  (Last  year  the  flociety  advertised  for  a  Provision  Agent  to  mahe  pur- 
chases in  Irelfind,  and  to  devote  his  whole  time  to  that  dtity.)  A¥hpTi  did  com- 
petition give  poor  men  these  advantages?  And  will  any  man  say  thtit  the  moral 
character  of  tliese  people  is  not  improved  under  these  influences.  The  teetotal- 
lers of  Rochdale  acknowledge  that  the  Store  has  made  more  sober  men  since  it 
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capital  is  set  dowiij  on  the  same  autliority,  at  26,filS/,  14^ 
GcLj  and  the  profit  for  that  single  year  at  10,164/.  12«.  5fL 
Yov  the  mniiufactnring  establishment  I  have  no  certified 
information  later  than  that  of  Mr,  Holyoake,  who  states  the 
capital  of  the  concern,  in  1857,  to  be  5500Z.  But  a  letter 
in  the  Rochdale  Observer  of  May  26,  1860^  editorially 
annoTineed  as  by  a  person  of  good  information,  says  that 
tiie  capital  had  at  that  time  reached  50,000?.  ;  and  the 
Bame  letter  gives  highly  satisfactory  statement!^  respecting 
other  similar  associations ;  the  Eosseiidale  Industrial  Com- 
pany, capital  40,000/. ;  the  Walsden  Co-operative  Com- 
pany, capital  SjOOO/. ;  the  Bacnp  and  Wardle  Comraei'cial 
Company,  with  a  capital  of  40,000/.,  "  of  which  more  than 
one-tliird  is  borrowed  at  5  per  cent,  and  this  circnoistance, 
during  the  last  tw^o  years  of  unexampled  commercial  pros- 
perity, has  caused  the  rate  of  dividend  to  shareholders  to 
rise  to  an  almost  fabulous  height." 

It  is  hardly  possible  to  take  any  hot  a  hopeful  view  of 
the  prospects  of  mankind ,  when  in  the  two  leading  coun- 
tries of  the  world,  the  oljscure  depths  of  society  contain 
simple  working  men  wliose  integrity,  good  sense,  self-com- 
mand, and  honourable  confidence  in  one  anotlit'r,  have  ena- 
bled them  to  carry  these  noble  experiments  to  the  triumph- 
ant issue  which  the  facts  recorded  in  the  preceding  pages 


coTDTnenccd  than  all  their  efforta  haye  been  able  to  make  in  the  same  time* 
Uuiibarnis  who  never  knew  what  it  was  to  be  out  of  debt,  and  poor  wives  who 
during  forty  years  never  had  aijtpence  uncondemn ed  in  their  pockets^  now  po»- 
eeas  little  stores  of  money  suffiuient  to  build  them  tx>ttageg,  and  go  every  week 
into  their  own  market  with  money  jingling  in  their  pocketa ;  and  in  that  market 
there  ia  no  distrust  and  no  deception  i  there  ia  no  adulteration,  and  no  Be<*ond 
pneea.  The  whole  atmosphere  is  honest.  Those  who  aervc,  neither  hurry, 
Jdnesse,  nor  flatter.  Tke^  ftave  no  interest  in  chuantrtf.  They  have  but  one 
duty  to  perform — ^that  of  giving  fair  measure,  full  "'eighty  and  a  pure  article. 
In  otiier  parts  of  the  town,  where  competition  ia  the  principle  of  trade,  all  iht* 
preaching  in  Rochdale  cannot  produce  moral  effects  like  these. 

**Aa  the  Store  haa  made  no  riebLs,  ii  hiis  incurred  no  losses;  and  during 
tlurteen  years^  tranaactionj^,  and  receipts  amounting  to  303,852:/.,  it  has  bad  no 
law-suits.^'  The  Arbitratora  of  the  Societies,  during  alt  their  years  of  office,  have 
never  hud  a  case  to  decide,  and  are  digcontentcd  that  nobody  quarrela." 


I 


I 


I 
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I  attest.  Tlieir  admirable  history  sbows  how  va^t  an  increase 
I  might  be  made  even  in  tlie  aggregate  productiveness  of 
I  labour,  if  the  labourers  a3  a  mass  were  placed  in  a  relation 
to  their  work  whieh  would  make  it  (what  now  it  is  not) 
their  principle  and  their  interest  to  do  the  utmost,  in.stead 
of  the  least  possiblej  in  exchange  tor  their  remuneration. 
In  the  crM>perative  movement,  the  permanency  of  whioh 
may  now  be  considered  as  ensuj-odj  we  see  exemplified  tlie 
process  for  bringing  about  a  change  in  society,  which  would 
combine  the  freedom  and  independence  of  the  individual, 
w^ith  the  moral,  intellectual,  and  econouiical  advantages  of 
aggregate  production ;  and  which,  without  violence  or 
spoliation  J  or  even  any  sudden  distnrbance  of  existing 
babits  and  expectations,  would  realize,  at  least  in  the  in- 
dustrial department,  the  best  aspirations  of  the  democratic 
spirit,  by  putting  an  end  to  the  division  of  society  into  the 
induBtrious  and  the  idle,  and  effacing  all  social  distinctions 
but  those  fairly  earned  by  personal  services  and  exertions. 
Associations  like  those  which  we  have  described,  by  the 
very  process  of  tlieir  success,  are  a  course  of  education  in 
those  moral  and  active  rpialities  by  which  alone  success  can 
be  either  deserved  or  attained.  As  associations  multiplied, 
tliey  would  tend  more  and  more  to  absorb  all  work-people, 
except  those  who  have  too  little  understandiugj  or  too  little 
virtue,  to  be  capable  of  learning  to  act  on  any  other  system 
than  that  of  narrow  selfishness,  A&  this  change  proceeded, 
owners  of  capital  would  gradually  find  it  to  their  advantage, 
instead  of  maintaining  the  struggle  of  the  old  system  with 
work-people  of  only  the  worst  description,  to  lend  their 
capital  to  the  associations  ;  to  do  this  at  a  diminishing  rate 
of  interest,  and  at  last,  perhaps,  even  to  exchange  their 
(.'iipital  for  terminable  annuities.  In  this  or  some  such 
mode,  the  existing  accumulations  of  capital  might  honestly, 
and  by  a  kind  of  spontaneous  process,  become  in  the  end 
the  joint  property  of  all  who  participate  in  their  producti%^e 
empl oy ra ent :  a  t ran  sf o rm  at i on  wl  1  i cl  1 ,  tl i  u s  effect e d ,  (and 
assuming  of  course  that  both  sexes  participate  equally  in 
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the  rights  and  in  the  goveniinent  of  the  associatioTi)  *  would 
be  the  nearest  approach  to  fioeial  justice^  aud  the  most  bene- 
ficial orderiijg  of  indnstrial  aftaim  for  the  universal  good, 
which  it  is  possible  at  present  to  foresee. 

§  7.  I  agree,  then,  with  the  Soeialiat  \mters  in  their 
conception  of  the  form  which  industrial  operations  tend  to 
assume  in  the  advance  of  improvement ;  and  I  entirely 
share  their  opinion  tliat  the  time  is  ripe  for  commencing 
this  traiisformation,  and  that  it  sliould  by  all  just  and  effect- 
ual means  be  aided  and  encouraged.  But  while  I  agree 
and  sympathize  with  Socialists  in  this  practical  portion  of 
their  aims,  I  utterly  dissent  from  the  most  conspicuous  and 
vehement  part  of  tlieir  teaching,  their  declamations  against 
competition.  With  moral  conceptions  in  many  respects  far 
ahead  of  the  existing  arrangements  of  society,  they  have 
in  general  very  confused  and  erroneous  notions  of  its  actual 
working  ;  and  one  of  their  greatest  errors,  as  I  conceive,  is  to 
charge  upon  competition  all  the  economical  evils  which  at 
present  exist.  They  forget  that  wherever  competition  is 
not,  monopoly  is ;  and  that  monopoly,  in  all  its  foi-ms,  is 
the  taxation  of  the  industrious  for  the  support  of  indolence, 
if  not  of  plunder.  They  forget,  too,  that  with  the  excep- 
tion of  competition  among  labourers,  all  other  competition 
is  for  the  benefit  of  the  labourers,  by  cheapening  the  articles 
they  consume ;  that  competition  even  in  the  labour   niar- 


*  la  this  respect  aleo  the  Rochdale  Society  has  given  an  example  of  reason 
and  JHritiee,  worthy  of  the  good  setise  and  good  feeling  manifested  in  their  gen- 
eral proceedings,  *'  Tlie  Rochdale  Store/'  saya  Mr.  Hoi} oak e^  ^'  renders  ind- 
dtmtul  but  valuable  aid  towards  rejiUzing  the  civil  independence  of  women. 
Women  may  be  inerobers  of  this  Store,  and  vote  in  itg  proceedings.  Single  anil 
miirried  women  join.  Many  married  women  become  members  because  tbeii 
huabands  will  not  take  the  trouble^  and  others  jojq  in  it  in  Melf-defenee,  to  pre- 
vent the  huyiband  from  spending  their  money  in  drink.  The  lliueband  c*annot 
withdraw  the  savings  at  the  Store  ,«tanding  in  the  wife^a  name,  unless  she  si^it^ 
t!ie  order*  Of  cour&e,  as  the  law  Mill  stand^^  the  husband  conld  by  legal  proce^ 
m^i  fKRiseaanjn  «f  the  money.  Rut  a  process  take^B  time^  and  the  husband  gets 
tobcr  and  thinks  better  of  it  before  the  law  can  move/' 
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ket  18  a  source  not  of  low  but  of  high  wages,  wherever 
the  competition  for  labour  exceeds  the  competition  of 
labour,  as  in  America,  111  the  colonies,  and  in  the  stilled 
ti-ades ;  and  never  could  be  a  cause  of  low  wages,  save  by 
the  overstocking  of  til e  labour  market  through  the  too  great 
numbers  of  the  labourers'  families  ;  while,  if  the  supply  of 
lahourei'9  is  excessive,  not  even  Socialism  can  prevent  their 
remimeration  from  being  low.  Beside:>,  if  a.ssociatiou  were 
universal,  there  would  be  no  competition  Itetwcen  la- 
bourer and  labourer ;  and  that  between  assoi'iation  and 
association  would  be  for  the  benefit  of  the  consumers, 
that  is,  of  the  associations  ;  of  the  industrious  classes  gene- 
rally* 

I  do  not  pretend  that  there  are  no  inconveniences  in 
competition,  or  that  the  moral  objections  urged  against  it 
by  Socialist  writers,  as  a  source  of  jealousy  and  hostility 
among  those  engaged  in  the  same  occupation,  arc  altogether 
groundless.  But  if  competition  has  its  evils,  it  prevents 
greater  evils.  As  M.  Feugueray  well  says,*  "  La  racine  la 
plus  protbnde  des  manx  t4  des  iniquites  qui  couvrent  Ic 
moude  iudustriel,  n'est  pas  la  concuiTence,  uiais  hicn  Tex- 
pluitation  du  travail  par  le  capital,  et  la  part  cnorme  que 
les  possesseurs  des  instruments  de  travail  prelevent  aur  les 
produits  .  ,  .  .  Si  la  concurrence  a  beaucoup  de  puissance 
pour  le  mal,  ellc  n'a  pas  moins  de  fecondite  pour  le  bien, 
.^urtout  en  ce  qui  concerne  le  developperaent  des  facultes 
individuelles,  et  le  sucecs  des  innovations/'  It  is  the  com- 
mon  error  of  Socialists  to  overlook  the  natural  indolence  of 
iiiankiiid  ;  their  tendency  to  be  passive,  to  be  the  slaves  of 
Iial>it,  to  persist  indefinitely  in  a  course  once  chosen.  Let 
tliem  once  attain  any  state  of  existence  which  they  consider 
tolerable,  and  the  danger  to  be  apprehended  ia  that  they 
will  thenceforth  stagnate  ;  will  not  exert  themselves  to  im- 
])rove,  and  by  letting  their  faculties  rust,  will  lose  even 
the  energy  required  to  preserve  them  from  deterioration. 
Competition  may  not  be  the  best  conceivable  stimulus^  Init 
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it  is  at  present  a  necefisary  oiiUj  and  no  one  can  foresee  the 
time  when  it  will  not  be  indifepeiifiablL-  to  progix*c*s.  Even 
eontininpf  ourselves  to  the  induBtrial  department,  in  whicli, 
more  than  in  any  other,  the  majority  umy  be  supposed  to 
lie  competent  judges  of  improvementB  ;  it  would  be  difficult 
to  indnee  the  general  aeseinbly  of  an  association  to  submit 
to  the  trouhle  and  ineuJiveniein'e  of  altenng  their  habits  by 
adopting  some  new  and  prnmifiing  ijiveiitioo,  iinlui^t?  their 
knowledge  of  the  existence  of  rival  associations  made  tliem 
appreliend  that  what  they  wonld  not  consent  to  do,  others 
woidd,  and  that  they  would  be  left  behind  in  the  race. 

Instead  of  looking  npon  competition  as  the  baneful  and 
anti-fiocial  principle  which  it  k  held  to  be  by  the  generality 
of  SocialibtSj  I  conceive  that,  even  in  the  pre&ent  state  of 
society  and  indnstry,  every  reBtriction  of  it  is  an  evil,  and 
every  extension  of  it,  even  if  for  the  time  injuriously  atlect- 
ing  some  class  of  labourerB,  is  always  an  id  li  in  ate  good. 
To  be  protected  against  cnm petition  is  to  be  protected  iu 
idleness,  in  mental  dnlnesB ;  to  be  saved  the  necessity  of 
being  as  active  and  as  intelligent  as  other  people  ;  and  if  it 
16  also  to  be  protected  against  being  underbid  for  employ- 
ment by  a  less  highly  paid  class  of  labourers,  this  is  only 
where  old  custom  or  local  and  partial  monopoly  has  placed 
some  particular  class  of  artisans  in  a  privileged  position  as 
compared  with  the  rest ;  and  the  time  has  come  when  the 
interest  of  universal  improvement  is  no  longer  promoted  by 
])rolonging  the  privileges  of  a  few.  If  the  slo] "sellers  and 
other  of  their  class  have  lowered  the  wages  of  tailors,  and 
some  otlier  aitisans,  Ijy  making  tljem  an  affair  of  competi- 
tion instead  of  custom,  so  niucli  the  better  in  the  end. 
Wliat  is  now  required  is  not  to  bolster  up  old  customs, 
whereby  hmited  classes  of  labouring  peojile  obtain  pai-tial 
gains  which  interest  them  in  keeping  up  the  present  organ- 
iziition  of  society^  but  to  introduce  new  general  practices 
Lbeneficial  to  all;  and  there  is  reason  to  rejoice  at  Avhatever 
makes  the  privileged  cIesbcs  of  skilled  artisans  feel,  that 
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they  have  the  same  interests,  and  depend  for  their  remu- 
neration on  the  same  general  causes,  and  must  resort  for  the 
improvement  of  their  condition  to  the  same  remedies,  as 
the  less  fortunately  circumstanced  and  comparatively  help- 
less multitude. 


BOOK  V. 


ON  THE  rNFLUEKOE  OF  GOYEKC^- 
MENT. 


BOOK    V. 

or  THE  i:^FLUENCE  OF  goter:n- 


chaptek  I 


OF  THE  FUNCTIONS  OP  GOYERNMENT  IK  GENEKAL. 


§  1,  One  of  the  most  disputed  queatious  both  in  politi- 
cal science  and  in  practical  Btatcsmansliip  at  this  particular 
periodj  relates  to  the  proper  limits  of  the  fiinctions  and 
agency  of  governments.  At  other  times  it  has  heen  a  sub- 
ject of  controversy  how  governments  should  be  constituted, 
and  aceordiug  to  what  pi^ineiplea  and  rules  they  should 
exercise  their  autliority ;  but  it  is  now  ahnost  ecpiallj^  a 
question,  to  what  depai-tmenta  of  Immau  affairs  tliat  au- 
thority should  extend.  And  when  the  tide  sets  so  strongly 
towards  changes  in  government  and  legislation,  as  a  means 
of  improving  the  condition  of  mankind,  this  discussion  is 
more  likely  to  increase  than  to  diminish  in  interest.  On 
the  one  hand,  impatient  reformers,  tldnking  it  easier  and 
shorter  to  get  possession  of  the  government  tlian  of  the 
intellects  and  dispositions  of  the  public,  are  under  a  constant 
temptation  to  stretch  the  provinee  of  government  beyond 
due  bounds  :  while,  on  the  other,  mankind  have  been  so 
much  accustoitied  by  their  mlers  to  interference  for  pur- 
4S 
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poses  otiier  than  the  public  good,  or  under  an  i 
conception  of  what  that  good  re<|itire8,  and  sa  many  rasl 
proposals  are  made  by  sincere  lowers  of  improvement,  foi 
attempting,  by  conipulsory  regulationj  the  attainment 
objects  which  can  only  be  eifectiially  or  only  usefiilly 
passed  by  opinion  and  discussion,  that  there  has  grown 
a  spirit  of  rehi stance  in  limine  to  the  interference  of  govi 
nient,  merely  as  snch^  and  a  disposition  to  restrict  its  spten 
of  action  within  the  narrowest  boondB,  From  dlffereBH 
in  the  historical  development  of  different  nations,  ni 
net'cssary  to  be  here  dwelt  upon^  the  fbi'nier  excess,  that  of 
exaggerating  tlie  province  of  government*  prevails  mfl 
both  in  theory  and  in  practice,  among  the  Continental  w 
tions,  wltile  in  Enghnid  the  contrary  spirit  lias  hitliert^H£| 
predominant.  ^^H 

The  general  principles  of  the  qneation,  in  so  far  as  it  wi 
question  of  principle,  I  shall  make  an  attempt  to  deternmie 
in  a  later  chapter  of  this  Boot :  after  first  considering 
effects  produced  by  tlie  conduct  of  government  in  the 
cise  of  the  functions  universally  acknowledged  to  belong  t< 
For  tiiis  pnipjose,  there  must  be  a  specification  of  the 
tions  which  are  either  inseparable  from  tlie  idea  of  a  govi 
ment,  or  are  exercised  habitually  and  withont  objection 
all  governments ;  as  distingniBhed  from  those  respecti 
which  it  has  been  considered  questionable  whether  govi 
ments  should  exercise  them  or  not,  Tiie  former  may 
termed  the  necessaiy^  the  latter  the  optional,,  functions  rf 
government.  By  the  term  optional  it  is  not  meaut^H 
imply,  tliat  it  can  ever  be  a  matter  of  indifference^  or  w 
in-bitrary  clioice,  whether  the  government  should  or  shoi 
nut  take  upon  itself  the  functions  in  question  ;  but 
that  the  expediency  of  its  exercising  them  does  not  amoi 
to  neceBsity,  and  is  a  subject  on  which  diversity"  of  opi 
does  or  may  exist. 


i 


§  2,     In  attempting   to  enumerate  the  necessary 
tions  of  government,  we  find  them  to  be  considerably 
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multifarious  than  most  peo]>]e  are  at  fir^t  awiire  of,  and  not 
capable  of  Imug  oireuniscribed  by  those  verj  definite  lines 
of  demarcation,  wliicli,  in  the  ineonsiderateness  of  popular 
diseussionj  it  m  often  attempted  to  draw  round  them.  We 
sometimes,  for  exani]>Ie,  hear  it  said  that  governments  ought 
to  confine  themselves  to  aSbrding  prot-ection  aci:ainst  force 
and  fraud :  that,  these  two  things  apart,  people  shonhl  be 
free  agents,  able  to  take  care  of  themselves,  and  that  so  long 
as  a  person  practises  no  violence  or  deceptiou,  tu  the  injury 
of  others  in  person  or  property,  legislatures  and  govern- 
ments are  in  no  way  called  on  to  concern  themselves  about 
him.  But  why  should  people  be  protected  by  their  govern- 
ment, that  is,  by  their  own  collot'tive  strengtli,  against 
violence  and  frand,  and  not  against  other  evils,  except  that 
the  expediency  is  more  obvious?  Tf  nothing,  but  what 
people  cannot  possibly  do  for  themselves,  can  be  fit  to  be 
done  for  them  by  government,  people  might  be  required  to 
protect  themselves  by  their  skill  and  courage  even  against 
tbrce,  or  to  beg  or  buy  protection  against  it,  as  they  actnally 
do  where  the  government  is  not  capable  of  protecting  them : 
and  against  fraud  every  one  has  the  protection  of  his  own 
wits.  But  without  farther  anticipating  the  discussion  of 
principles,  it  is  sufficient  on  the  present  occasion  to  con- 
sider facts. 

Under  which  of  these  headSj  the  repression  of  force  or 
of  frand,  are  %ve  to  place  the  operation,  for  example,  of  the 
laws  of  inheritance  ?  Some  such  laws  must  exist  iu  all 
societies.  It  may  be  said,  perhaps,  that  in  this  matter 
government  has  merely  to  give  efiect  to  the  disposition 
which  an  individual  makes  of  his  own  property  by  wilh 
Tills,  however,  is  at  least  extremely  disputable ;  there  is 
probably  no  country  by  whose  laws  the  power  of  testament- 
ary disposition  is  perfectly  absolute.  And  suppose  the 
very  common  case  of  there  being  no  will  :  does  not  the  law, 
that  is,  the  government,  decide  on  principles  of  genei'al 
expediency,  who  shall  take  the  succession  ?  and  in  case  the 
successor  is  in  any  manner  incompetent,  does  it  not  appoint 
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persons,  frequently  officers  of  h&  own,  to  collect  the  pitv 
perty  and  api)ly  it  to  his  benefit  i  Tliere  are  iiiany  other 
easee  in  which  the  government  undertakes  the  adinini.^tru- 
tion  of  property,  beeAiise  the  public  interest,  or  perlifips 
only  that  of  the  partieular  persons  concemeil,  is  thought  to 
require  it.  This  is  often  done  in  eases  of  litigated  property; 
and  in  cases  of  judicially  deelaretl  ins^ilveney.  It  ha,« 
never  been  contended  that  iia  doing  these  things,  a  govern 
ment  exceeds  its  province. 

Nor  is  the  function  of  the  law  in  defining  pro}>erty  itself 
BO  simple  a  tiling  as  may  be  supposed.  It  may  be  iina- 
giticdi  perhaps,  that  the  law  has  only  to  declare  and  pro* 
tect  the  right  of  ev^ery  one  to  wliat  he  has  himself  produced, 
or  acquired  by  the  voluntary  consent,  fairly  obtained,  of  those 
who  produced  it.  But  is  there  nothing  recognised  as  prop- 
erty except  what  has  been  produced?  Is  there  not  the 
earth  itself,  its  forests  and  waters,  and  all  other  natural 
richeSj  above  aud  below  the  surface?  These  are  the  inlieri- 
tance  of  the  human  race,  and  there  must  be  regulations  for 
the  common  enjoyment  of  it.  What  rights,  and  under 
what  conditions,  a  person  gliall  be  allowed  to  exercise  over 
any  portion  of  this  coniniun  inherits rieCj  cannot  be  left 
undecided.  No  fuiic;tion  of  govermnent  is  less  ojjtional 
than  the  regulation  of  these  things,  or  more  completely  in- 
volved in  the  idea  of  civilized  society. 

Again,  the  legitimacy  is  conceded  of  repressing  violence 
or  treacliery  ;  but  muler  which  of  these  heads  are  we  to 
place  the  obligation  imposed  on  people  to  perform  their 
contracts?  Non-performance  does  not  necessarily  imply 
fraud  ;  the  person  wlio  entered  into  the  contract  may  have 
sincerely  intended  to  fiillil  it ;  aud  the  term  fraud,  which 
can  scarcely  admit  of  being  extended  even  to  the  case  of 
Voluntary  breach  of  contract  when  no  deception  was  prac- 
tised, is  certainly  not  applicable  when  the  omission  to  per- 
form is  a  case  of  negligence.  Is  it  no  part  of  the  duty  of 
governments  to  enforce  contracts?  Here  the  doctriiie  of 
non-mteriercnee  would  no  doubt  be  stretched  a  little,  and  it 
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would  be  isakl,  that  tiiitbrcing  (jOiitiafts  is  not  regulating  tliQ 
affaim  of  imliviiliials  at  the  pleasure  of  governnieTit,  Imt 
giving  effect  to  tlieir  own  expressed  desire.  Let  ns  acquiesce 
in  this  enlargeraent  of  the  restrictive  theory,  and  tate  it  foi- 
what  it  is  worth.  But  goveruruents  do  not  limit  their  con- 
cern with  contracts  to  a  simple  enforcement.  They  take 
upon  them  selves  to  deternnne  what  contracts  are  lit  to  be 
enforced.  It  is  not  enough  that  one  pei*son,  not  being  eitlier 
cheated  or  compelled,  makes  a  promise  to  another,  Tliere 
are  pronii^ses  by  wliicb  it  is  not  for  the  pnblie  good  that 
persons  should  have  the  power  of  binding  tbeniselves.  To 
say  nothing  of  engagements  to  do  something  contrary  to 
law^5  there  are  engagements  which  tlie  law  refuses  to  en- 
force, for  reasons  connected  with  the  interest  of  the  prom- 
iser,  or  with  the  general  policy  of  tlie  state*  A  contract 
by  which  a  person  sells  himself  to  another  as  a  slave,  would 
be  declared  void  by  the  tribunals  of  this  and  of  most  other 
European  countries.  Tliere  are  few  nations  whose  laws  en- 
force  a  contract  for  what  is  looked  upon  as  prostitution,  or 
any  matrimonial  engagement  of  which  the  conditions  vary 
in  any  respect  from  those  w^hich  the  law  has  thouglit  fit  to 
prescribe.  But  when  once  it  is  admitted  that  tliere  are  any 
engagements  which  for  reasons  of  expediency  the  law  ouglit 
not  to  enforce,  the  same  question  is  necessarily  opened  with 
respect  to  all  engagements.  Whether,  for  example,  the  law 
should  enforce  a  contract  to  laboui*,  when  tlie  wages  are  too 
low,  or  the  hours  of  %vork  too  severe :  whether  it  should 
enforce  a  contract  by  which  a  person  binds  himself  to 
remain,  for  more  than  a  very  limited  period,  in  the  service 
of  a  given  individual :  wliether  a  contract  of  marriage, 
entered  into  for  life,  should  continue  to  be  enforced  against 
the  deliberate  will  of  the  persons,  or  of  either  of  the  persons, 
who  entered  into  it.  Every  question  wln'ch  can  possibly 
arise  as  to  the  policy  of  contracts,  and  of  the  relations  whicli 
they  estabhsh  among  human  beings,  is  a  question  for  the 
legislator ;  and  one  wliich  be  cannot  escape  from  ctnaider- 
ing,  and  in  some  way  or  other  deciding. 
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Again,  the  prevention  and  suppression  of  foi-ce  aud  frand 
afford  appropriate  employment  for  soldiers,  policemen,  and 
crin)inal  judges;  but  there  are  also  civil  tribunals.  The 
pimishaient  of  wrong  is  one  business  of  an  administration 
of  justice,  but  the  decit^ion  of  disputes  is  another.  Innume- 
rable disputes  arise  between  persons,  without  mala  Jides  on 
either  side,  through  miseonception  of  their  legal  rights,  or 
from  not  being  agreed  about  the  facts,  on  tlie  proof  of  which 
those  rights  are  legally  dependent.  Is  it  not  for  the  general 
interest  that  the  State  should  appoint  persons  to  clear  up 
these  uncertainties  and  teraiinate  these  disputes  i  It  cannot 
he  said  to  he  a  case  of  absolute  necessity.  People  might 
appoint  an  arbitrator,  and  engage  to  submit  to  his  decision ; 
and  they  do  so  where  there  are  no  couiis  of  justic^e,  or 
where  the  courts  are  not  trusted,  or  where  their  delays  and 
expenses,  or  the  irrationality  of  their  rules  of  evidence,  deter 
people  from  resorting  to  them.  Still,  it  is  universally 
thought  right  that  the  State  should  establish  civil  tribunals; 
and  if  their  defects  often  drive  people  to  have  recourse  to 
substitutes,  even  then  the  power  lield  in  reserve  of  carrying 
the  case  before  a  legally  constituted  court,  gives  to  the  sub- 
stitutes their  princijial  efBcacy, 

Xot  only  does  the  State  undertake  to  decide  disputes,  it 
takes  precautions  lietbrehand  that  disputes  may  n<jt  arise. 
The  laws  of  most  countries  lay  down  rules  for  determining 
many  tldngs,  not  because  it  is  of  much  consequence  in  what 
way  they  are  determined,  but  in  order  that  they  may  be 
determined  somehow,  and  there  may  be  no  question  on  the 
subject.  Tlie  law  prescribea  forms  of  words  for  many  kinds 
ol  contract,  in  order  that  no  dispute  or  misunderstanding 
may  arise  about  their  meaning  :  it  makes  provision  tliat  if  a 
dispute  does  arise,  evidence  shall  be  procurable  for  deciding 
itj  by  requu^ng  that  the  document  be  attested  by  witnesses 
aud  executed  with  certain  formalities.  Tlic  law  preserves 
authentic  evidence  of  facts  to  wliieh  legal  consequences  are 
attached,  by  keeping  a  registry  of  sucli  facts ;  as  of  birtlis, 
deaths,  and  marriagesj  of  wills  and  contracts,  and  of  judi 


I 


I 

I 


I 


d 


FUNCTrONS  OF   GOVERNMENT   IS   GENERAL. 


391 


cial  proceediiigB.  In  doing  tliese  tilings,  it  has  never  been 
a,lleged  that  government  oversteps  the  proper  limits  of  its 
functions. 

Again,  however  wide  a  scope  we  may  allow  to  the 
doe  trine  that  iridi  rid  mils  are  the  proper  guardians  of  their 
own  interests,  and  that  goveriimeyt  owes  nothing  to  them 
but  to  save  them  from  being  interfered  with  by  other  peo* 
pie,  tlie  dootriiie  can  never  be  applicable  to  any  persons  but 
those  wlio  are  capable  of  acting  in  their  own  behalf.  The 
individual  may  be  an  infant  or  a  lunatic,  or  fallen  into  im- 
becility. The  law  surely  must  look  after  the  interest  of 
such  persons*  It  does  not  neoessarilj  do  tliis  through  officers 
of  its  own.  It  often  devolves  the  tiiist  upon  some  relative 
or  connexion.  But  in  doing  so  is  its  duly  ended  ?  Can  it 
make  over  the  interests  of  one  person  to  the  control  of 
another,  and  be  excused  troni  supervision,  or  ironi  holding 
the  person  thus  trusted,  responsible  tor  the  disc:hai*ge  of  the 
trnst? 

Tliere  is  a  multitude  of  cases  in  which  governments, 
with  general  approbation,  assume  powers  and  execute  func- 
tions for  which  no  reason  can  be  assigned  except  the  simple 
one,  that  they  conduce  to  general  convenience.  We  may 
take  as  an  example,  the  function  (which  is  a  monopoly  too) 
of  coining  money,  Tliis  is  assumed  for  no  more  recondite 
purpose  than  tlmt  of  saving  to  individuals  the  trouble, 
delay,  and  expense  of  weighing  and  assaying.  ?fo  one, 
however,  even  of  those  most  jealous  of  state  interference, 
has  objected  to  this  as  an  improper  exercise  of  the  powers 
of  government.  Prescribing  a  set  of  standard  weights  and 
measures  is  another  instance.  Paving,  lighting,  and  cleans- 
ing the  streets  and  thoroughfares,  is  another ;  whether  done 
by  the  general  government,  or,  as  is  mo!'e  usual,  and  gener- 
ally more  advisable,  by  a  municijial  authority.  Making  or 
improving  harbours,  building  light-houses,  making  surveys 
in  order  to  have  accurate  maps  and  charts,  raising  dykes  to 
keep  the  sea  out,  and  embankments  to  keep  rivers  in,  are 
i^ases  in  point. 


i 


392 


BOOK   V-     CHATTEE  L     $3. 


Examples  might  be  indefinitely  multiplied  without 
iiitriidiug  on  any  disputed  groimd.  But  enough  hag  been 
giiid  to  show  that  the  admitted  functions  of  s^overnmen^ 
embrace  a  much  wider  field  than  can  eajsily  be  included 
within  the  ring-fence  of  any  restrictive  definition,  and  that 
it  is  hardly  possible  to  find  any  ground  of  justification 
common  to  tliem  all,  except  the  comprehensive  one  of 
general  expediency  ;  nor  to  limit  the  interferer.ee  of  govern- 
ment by  any  universal  rule,  save  the  simple  and  vague  one 
that  it  should  never  be  admitted  but  when  the  case  of  expe- 
diency is  strong. 

§  3.  Some  observations,  however,  may  be  usefully  be- 
stowed on  the  nature  of  the  considerations  on  whicli  tho 
question  of  government  interference  is  irost  likely  to  turu^ 
and  on  the  mode  of  estimating  the  comparative  magnitude 
of  the  expediencies  involved.  This  will  form  the  last  of  the 
three  parts  into  which  onr  discussion  of  the  principles  and 
effects  of  government  interference  may  conveniently  be 
divided.     The  following  will  be  our  division  of  the  subject. 

We  shall  firfit  consider  the  economical  eftects  arising 
from  the  manner  in  which  governments  perform  their  neces- 
sary and  acknowledged  functions. 

We  shall  then  pass  to  certain  governmental  interferences 
of  what  I  have  termed  the  optional  kind  {i.e,  overstepping 
the  bomidaries  of  the  universally  acknowledged  functions) 
which  have  heretofore  taken  place,  and  in  some  cases  still 
take  place,  under  the  influence  of  false  general  theories. 

It  will  lastly  remain  to  inquire  whether,  independently 
of  any  false  theory,  and  consistently  %vith  a  coiject  view  of 
the  laws  which  regulate  human  aftairs,  there  be  any  cases 
of  the  optional  class  in  which  governmental  interference  i& 
really  advisable,  and  what  are  those  cases. 

The  first  of  these  divisions  is  of  an  extremely  miscel- 
laneous character :  since  the  necessary  functions  of  govern- 
ment, and  those  which  are  so  manifestly  expedient  that 
they  have  nev'er  or  very  rarely  been  objected  to,  ai-e. 
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already  pointed  out,  too  various  to  be  bron^^lit  under  any 
very  simple  classification.  Tliose,  however,  which  are  of 
principal  importance,  which  alone  it  is  iieceasaiy  here  to 
consider,  may  be  reduced  to  the  following  general  heads. 

First,  the  means  adopted  by  governments  to  raise  the 
revenue  which  is  the  condition  of  their  exi&tenee. 

Secondly,  the  nature  of  the  laws  which  they  prescribe  on 
the  two  great  subjects  of  Property  and  Contracts. 

Thirdly,  the  excellences  or  defects  of  the  system  of 
means  by  which  they  enforce  generally  the  execution  of 
their  laws,  namely,  their  judicatnre  and  police. 

We  commence  with  the  first  head,  that  is,  with  the 
theory  of  Taxation, 


CHAPTEK  II. 


ON  THE  GENERiLL   rKlXGlPLES   OF  TAXATION. 


§  1.  The  qualities  desirable,  economically  epeaking^ 
in  a  fiystein  of  taxation,  have  been  c^mbodied  by  Adam 
8mith  in  four  maxiius  or  principles,  which,  having  been 
generally  concurred  in  by  Bubsequent  writers,  may  be  mid 
to  have  become  clagsical,  and  this  chapter  cannot  be  better 
eomnienced  than  by  quoting  them.* 

**  1.  The  enhjects  of  eveiy  state  ought  to  contribute  to 
the  Bnpport  of  the  government,  as  nearly  as  possible  in  pro- 
portion to  their  respective  abilities :  that  is,  in  proportion  to 
the  revenue  wliich  they  respectively  enjoy  under  the  pro* 
teetion  of  the  Btate,  In  tlie  observation  or  neglect  of  this 
maxim  conaiiats  what  is  called  the  equality  or  inequality  of 
taxation. 

^'  2,  The  tax  which  each  individual  is  bound  to  pay 
ought  to  be  certain,  and  iu>t  ar!)itrary*  The  time  of  pay- 
ment, the  nifomer  of  payment,  the  quantity  to  be  paid, 
ought  all  to  l»e  clear  and  plain  to  the  contributor,  and  to 
every  other  person,  Wliere  it  is  otherwise,  every  pertvon 
mibject  to  the  tax  is  put  more  or  less  in  the  power  of  the 
taxgatherer,  who  can  either  aggravate  the  tax  upon  any 
obnoxious  contributor,  or  extort  by  tlie  terror  of  such 
aggravation,  some  present  or  perquisite  to  himself.  The 
uncertainty  of  taxation  encourages  the  insolence  and  fa- 
vours the  corruption  of  an  order  of  men  who  are  naturally 
[Unpopular,  even  when  they  are  neither  insolent  nor  cor- 
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nipt.  The  certuinty  of  wliat  each  iiidividnnl  oiigljt  to  pay 
19,  in  taxation,  a  matter  of  bo  great  importan<'cs  tliat  a  very 
considerable  degree  of  ineqiialitjj  it  appears,  I  believe,  from 
the  experience  of  al!  nations,  is  not  near  so  great  an  evil,  as 
a  very  small  degree  of  nneertainty. 

**  3.  Every  tax  ought  to  be  levied  at  the  time,  or  in  tho 
manner,  in  which  it  h  most  likely  to  be  eoiivenient  for  the 
eontribiitor  to  pay  it.  A  tax  upon  the  rent  of  land  or  of 
honses,  payable  at  the  same  term  at  which  Buch  rents  are 
nsnally  paid,  h  levied  at  a  time  when  it  is  most  likely  to  be 
convenient  fur  the  eontribotor  to  pay  ;  or  when  he  is  most 
likely  to  have  wherewithal  to  pay.  Taxes  upon  such  con- 
sumable goods  as  are  articles  of  hixuiy,  are  all  finally  paid 
by  the  consumer,  and  generally  in  a  manner  t!iat  is  very 
convenient  to  him.  He  pays  them  by  little  and  little,  as  he 
has  occasion  to  buy  t!ie  goods.  As  he  is  at  liberty,  too, 
either  to  Imy  or  not  to  buy,  as  he  pleases,  it  must  be  his  own 
fault  if  he  ever  suffers  any  considerable  inconvenience  from 
such  taxes. 

"  4,  Every  tax  ought  to  be  so  contrived  as  both  to  take 
out  and  to  keep  out  of  the  ^wckcts  of  the  people  as  little 
^  possible  over  and  above  wdiat  it  brings  into  the  public 
treasury  of  the  state*  A  tax  nmj  either  take  oat  or  keep 
out  of  the  pockets  of  the  people  a  great  deal  more  than  it 
brings  into  the  public  treasury  in  the  four  following  ways. 
First,  the  levyiug  of  it  may  require  a  great  number  uf  offi- 
cers, whose  salaries  may  eat  up  the  greater  part  of  the  prod- 
lice  of  the  tax  and  whose  perquisites  may  impose  another 
additional  tax  upon  the  peoide.'^  Secondly,  it  may  divert  a 
portion  of  the  hdvour  and  capital  of  the  community  from  a 
more  to  a  less  productive  employment  "Tliirdly,  by  the 
forfeitures  and  other  penalties  whicli  those  unfortunate  indi- 
viduals incur  who  attempt  uusuccessfully  to  evade  the  tax, 
it  may  frequently  rnin  them,  and  thereby  put  an  end  to  the 
benefit  which  the  coTnmnnity  might  have  derived  from  the 
employment  of  their  capitals.  An  injudicious  tax  offers  a 
great  temptation  to   smuggling.     Fourthly,  by  subjecting 
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tlie  people  to  the  frequent  visits  and  the  odious  examination 
of  the  tax-gatherers,  it  may  expose  them  to  much  unnec- 
essary trouble,  vexation,  and  oppreeeion  :  '■  to  which  may 
be  addedj  that  the  restrictive  r^ulatious  to  which  trades 
and  manufactures  are  often  subjected  to  prevent  evasion  of 
a  tax,  are  not  only  in  themselves  troublesome  and  expensive, 
but  often  oppose  insuperable  ol.istacles  to  making  improve- 
ments in  the  processes. 

The  last  three  of  these  four  maxims  require  little  other 
explanation  or  iliastration  than  m  contained  in  the  passage 
itself.  How  far  any  given  tax  conforms  to,  or  conflicts  with 
them,  is  a  matter  to  be  considered  in  the  discussion  of  par- 
ticular taxes.  But  the  first  of  the  four  points,  equality  of 
taxation,  requires  to  be  more  fully  examined,  being  a  thing 
often  imperfectly  xmdcrstood,  and  on  which  many  false  no- 
tions have  become  to  a  certain  degree  accredited,  through  the 
absence  of  any  definite  priuciples  of  judgment  in  the  popular 
mind, 

§  2,  For  what  reason  ought  equality  to  be  the  rule  in 
matters  of  taxation  ?  For  the  reason,  that  it  ouglit  to  be  so 
in  all  affairs  of  government.  As  a  government  ought  to 
make  no  distmction  of  persons  or  classes  in  the  strength  of 
their  claims  on  itj  whatever  sacrifices  it  requires  from  them 
should  be  made  to  bear  as  nearly  as  possible  with  the  same 
pressure  upon  all,  which  it  must  be  observed,  is  the  mode  by 
whicli  least  sacrifice  is  occasioned  on  the  whole.  If  any  on 
bears  less  than  his  fair  share  of  the  burthen,  some  other 
person  must  suiter  more  than  his  share,  and  the  alleviation 
to  tlie  one  is  not,  cwteris  paribus^  so  great  a  good  to  him,  as 
the  increased  pressure  upon  the  other  is  an  evil.  Equality 
of  taxation,  tlierefore,  as  a  maxim  of  politics,  means  equality^ 
of  saerifice.  It  means  apportioning  the  contribution  of  each 
person  towards  the  expenses  of  government,  so  that  he  shall 
feel  neither  more  nor  less  inconvenience  from  his  share  of  the 
payment  than  every  other  pcrscm  experiences  from  his. 
This  standard,  like  other  standards  of  perfection,  cannot 
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complete! J  realized  ;  but  the  first  object  in  every  practical 
discussion  should  be  to  know  what  perfection  is. 

There  are  persons,  however,  who  are  nut  content  with 
the  generid  principles  of  justice  as  a  hiisis  to  ground  a  rule 
of  finance  upon,  but  must  have  something,  as  they  thinkj 
more  specificallj  appfopriate  to  the  subject.  What  best 
pleases  them  is,  to  regard  the  taxes  paid  by  each  member 
of  the  community  as  an  equivalent  for  value  received,  in 
the  shape  of  service  to  himself;  and  they  prefer  to  rest 
the  justice  of  making  each  contribute  in  proportion  to  his 
means,  upon  the  gi'ound,  that  he  who  lias  twice  as  much 
property  to  he  protected,  receiver,  on  an  a(;eurate  calculation, 
twice  as  nmeh  [jrutection,  and  ought,  on  the  principles  of 
bargain  and  sale,  to  pay  twice  as  much  for  it.  Since,  how- 
ever, the  assumption  that  government  exists  solely  for  the 
protection  of  property,  is  not  one  to  be  deliberately  adhered 
to  ;  some  consistent  adherents  of  the  quid  pro  quo  principle 
go  on  to  observe,  tbat  protection  being  required  for  persona 
Hs  well  as  property,  and  everybody's  person  receiving  the 
same  amount  of  protection,  a  poll-taTC  of  a  fixed  sum  per  head 
is  a  proper  equivalent  for  this  ])art  of  tlie  benefits  of  govern- 
ment, while  the  remaining  part,  ]a*otection  to  property,  should 
be  paid  for  in  proportion  to  property.  Thei*e  is  in  this  ad- 
justment a  false  air  of  nice  adaptation,  very  acceptable  to 
some  minds.  But  in  tlie  fii-st  place,  it  is  not  admissible  that 
the  protection  of  persons  and  that  of  ]>roperty  are  the  sole 
purposes  of  government.  The  ends  of  goveniraent  are  as 
comprehensive  as  those  of  the  social  union.  They  consist  of 
all  the  good,  and  all  the  immunity  from  evil,  wliieh  the  exist- 
ence  of  government  can  be  made  either  directly  or  indirectly 
to  bestow.  In  the  second  place,  the  practice  of  setting 
definite  values  on  things  essentially  indefinite,  and  making 
them  a  ground  of  practical  conclusions,  is  peculiarly  fertile 
in  false  views  of  social  questions.  It  cannot  be  admitted, 
tbat  to  be  protected  in  the  ownership  of  ten  times  as  much 
property,  is  to  be  ten  times  as  muc!i  protected.  Whether 
the  labour  and  expense  of  the  protection,  or  the  feelings  of 
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the  protected  person,  or  any  other  definite  thing  be  made  i 
the  standardj  there  is  no  such  proportion  as  the  one  sup- 
posed, nor  any  other  definable  proportion.     If  we  wanted  tO|^ 
estimate  the  degrees  of  benefit  which  different  persons  derivq  I 
from  the  protection  of  government,  we  should  have  to  eon^/l 
sider  who  would  suffer  most  if  that  protection  were  withf 
drawn  :  to  which  question  if  any  answer  could  be  made,  it 
must  be,  that  those  would  suffer  most  who  were  weakest  in  j 
mind  or  body,  either  by  nature  or  by  position.     Indeed, , 
such  persons  would  almost  infaUibly  be  slaves.     If  there 
were  any  justice,  thel^fore,  in  the  theory  of  justice  now 
under  coneideration,  those  who  are  least  capable  of  helping  M 
or  defending  themselves,  being  those  to  whom  the  protec-  " 
tion  of  goverument  k  the  most  indispensable,  ought  to  pay 
the  greatest  share  of  its  price ;  the  revei'se  of  the  true  idea 
of  distributive  justice,  which  consists  not  in  imitating  but 
in  redressing  the  inequalities  and  wrongs  of  nature. 

Government  must  be  regarded  as  so  pre-eminently  a  con* 
cern  of  all,  that  to  determine  who  are  most  interested  in  it 
is  of  no  real  importance.  If  a  person  or  class  of  persons 
receive  so  small  a  share  of  the  benefit  as  makes  it  necessary 
to  raise  the  question,  there  is  soniethmg  else  than  taxation 
which  is  amiss,  and  the  thing  to  be  done  is  to  remedy  the 
defect,  instead  of  recognising  it  and  making  it  a  ground  for 
demanding  less  taxes.  As  in  a  ease  of  voluntary  subscrip- 
tion for  a  purpose  in  which  all  are  interested,  all  are  thought  I 
to  have  done  their  part  fairly  when  each  has  contributed 
according  to  his  means,  that  isj  has  made  an  equal  sacrifice 
for  tlie  common  object ;  in  like  manner  should  this  be  the 
principle  of  compulsory  contributions:  and  it  is  superfluous 
to  look  for  a  more  ingenious  or  recondite  ground  to  rest  the 
principle  upon, 

§  3.  Setting  out,  then,  from  the  maxim  that  equal 
sacrifices  ouglit  to  be  demanded  from  all,  we  liave  next  to 
inquire  whether  tliis  is  iu  fact  done,  by  making  each  contrib- 
ute the  same  percentage  on  his  pecuniary  means.     Many 
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persons  mainfcam  the  negative,  saying  tliat  a  tenth  part  taken 
from  a  small  income  is  a  heavier  burtlien  than  the  same 
fraction  deducted  from  one  much  larger;  and  on  tliis  is 
grounded  the  very  popular  scheme  of  what  is  called  a 
graduated  property  tax,  viz.  an  income  tax  in  which  the 
percentage  rises  with  the  amount  of  the  income. 

On  the  best  consideration  I  am  able  to  give  to  this 
rpiestion,  it  appearts  to  rae  that  the  portion  ot"  tnith  which  the 
doctrine  contains,  arises  principally  from  the  difference  be- 
tween a  tax  which  can  be  saved  from  luxuries,  and  one  which 
trenches,  in  ever  so  small  a  degree,  upon  the  necessaries  of 
life.  To  take  a  thousand  a  year  from  the  possessor  of  ten 
thousand,  would  not  deprive  him  of  anything  really  eonda- 
cive  either  to  tlie  support  or  to  the  comfort  of  existence ; 
and  if  sucli  would  be  the  effect  of  taking  five  pounds  from 
one  whose  income  is  fifty,  the  sacrifice  required  from  the  last 
is  not  only  greater  than,  but  entirely  incommensurable  with, 
that  imposed  upon  the  first.  The  mode  of  adjusting  these 
inequalities  of  pressure  which  seems  to  be  the  most  equitable, 
is  that  recommended  by  Bentham,  of  leaving  a  certain  min- 
iraura  of  income,  sufficient  to  provide  the  necessaries  of  life, 
untaxed.  Suppose  50/.  a  year  to  be  sufficient  to  provide 
the  number  of  pensons  ordinarily  supported  from  a  single 
income,  with  the  requisites  of  life  and  liealtli,  and  with 
protection  against  hal>itiial  bodily  sufiering,  but  not  witli 
any  indnlgence.  This  then  should  be  made  the  minimum, 
and  incomes  exceeding  it  should  pay  taxes  not  upon  tlieir 
whole  amount,  but  Lq:><m  the  surplus.  If  the  tax  be  ten  per 
cent,  an  income  of  60Z.  should  be  considered  as  a  net  income 
of  10/.,  and  charged  w^itb  \L  a  year,  while  an  income  of 
1000/.  should  be  charged  as  one  of  950/.  Esich  wi>nld  then 
pay  a  fixed  proportion,  not  of  his  whole  means,  but  of  his 
supei-fluities.  An  income  not  exceeding  50/,  shonld  not  be 
taxed  at  all,  either  directly  or  by  taxes  on  necessaries ;  fur  as 
by  supposition  this  is  the  smallest  income  which  labour 
ought  to  be  able  to  command,  the  government  ought  not  to 
be  a  party  to  making  it  smaller.     This  arrangement  howe  vf 
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would  constitute  a  reason,  in  addition  to  otliers  which  might 
be  stated,  for  maintaining  taxes  on  articles  of  hixur}^  coe- 
Bnmed  by  the  poor.  The  immunity  extended  to  the  income 
required  for  necessaries,  should  depend  on  its  being  actually 
expended  for  that  jnirpose ;  and  the  poor  who,  not  having 
more  than  enough  for  necessaries,  divert  any  part  of  it 
to  iodulgenees,  should  like  other  i>eople  -contribute  their 
quota  out  of  those  indulgences  to  the  expenses  of  the  state. 

The  exemption  in  favour  of  the  smaller  incomes  should 
not,  1  think,  be  stretched  further  than  to  the  amount  of 
income  needful  fur  life,  liealth,  and  immunity  from  bodily 
pain.  If  50/.  a  year  is  suthcient  (which  may  be  doubted)  for 
these  purposes,  an  income  of  100/.  a  year  would,  as  it  seems 
to  me,  obtain  all  the  relief  it  is  entitled  to,  compared  with  one 
of  1000/,,  by  being  taxed  only  on  50^.  of  its  amount.  It  may 
be  said,  indeedj  that  to  take  100/.  from  1000/.  (even  giving 
back  five  pounds)  is  a  heavier  impost  than  1000/.  taken 
from  10,000/.  (giving  back  the  same  five  pounds).  But  this 
doctrine  seems  to  me  too  disputable  altogether,  and  even  if 
true  at  all,  not  true  to  a  sufiicient  extent,  to  be  made  the 
foundaticm  of  any  rule  of  taxation.  Wli ether  the  person 
with  10,000/.  a  year  cares  less  for  1000/,  than  the  pers^-ju 
with  only  1000/,  a  year  cares  for  100/,,  and  if  so,  how  much 
lesa,  does  not  appear  to  me  capable  of  being  decided  with  the 
degree  of  certainty  on  which  a  legislator  or  a  financier  ought 
to  act. 

Some  indeed  contend  that  the  rule  of  proportional  taxa- 
tion bears  harder  upon  the  moderate  than  upon  the  large  in- 
comes, because  the  same  proportional  payment  has  mor*? 
tendency  in  the  former  case  than  in  the  latter,  to  reduce  the 
payer  to  a  lower  grade  of  social  rank,  Tlie  fact  appears  to 
me  more  than  questionable.  But  even  admitting  it,  I  object 
to  its  being  considered  incumbent  on  goverauient  to  shape 
its  course  by  such  considerations,  or  to  recognise  the  notion 
that  social  importance  is  or  can  be  determined  by  amount, 
of  expenditure.  Goverament  ought  to  set  an  example  of 
rating  all  things  at  their  true  value,  and  riches,  therefore. 
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at  the  i^ortli,  for  comfort  or  pleasure,  of  the  things  which 
they  will  buy :  and  ought  not  to  sanction  the  vulgarity  of 
prizing  them  for  the  pitiful  vaaity  of  being  known  to  pos- 
6es9  them,  or  the  paltry  shame  of  being  suspected  to  be 
without  them,  the  presiding  motives  of  threc-fonrths  of  the 
expenditure  of  the  middle  classes.  The  sacrifices  of  real 
eomfort  or  indulgence  which  government  requires,  it  is 
bound  to  apportion  among  all  persons  with  as  much  equality 
as  possible ;  but  their  sacrifices  of  the,  imaginary  dignity 
dependent  on  expense,  it  may  spare  itself  the  trouble  of 
estimating. 

Both  in  England  and  on  the  Continent  a  graduated 
property-tax  {Vimpot progreBsif)  has  been  advocated,  on  the 
avowed  ground  that  the  state  should  use  the  instrument  of 
taxation  as  a  means  of  mitigating  the  inequalities  of  wealth. 
I  am  as  desirous  as  any  one,  that  means  should  be  taken  to 
diminish  those  inequalities,  but  not  so  as  to  relieve  the 
prodigal  at  the  expense  of  the  prudent.  To  tax  the  larger 
incomes  at  a  higher  percentage  than  the  smaller,  is  to  lay  a 
tax  on  industry  and  economy  ;  to  impose  a  penalty  on  peo- 
ple for  having  worked  harder  and  saved  more  than  their 
neighbours.  It  is  not  the  fortunes  which  are  earned,  but 
those  which  are  unearned,  that  it  is  for  the  public  good  to 
place  under  limitation,  A  just  and  wise  legislation  would 
abstain  from  holding  out  motives  for  dissipating  rather  than 
saving  the  earnings  of  honest  exertion.  Its  impartialitj 
between  competitors  would  consist  in  endeavouring  that 
they  should  all  start  fair,  and  not  in  hanging  a  weight  upon 
the  swift  to  diminish  the  distance  between  them  and  the 
slow.  Many,  indeed,  fail  with  greater  efforts  than  those 
with  which  others  succeed,  not  froTn  difference  of  merits, 
but  difference  of  opportunities ;  but  if  all  were  done  wliich 
it  would  be  in  the  power  of  a  good  government  to  do,  by 
instmction  and  by  legislation,  to  diminish  this  inequality  of 
opportunities,  the  differences  of  fortune  arising  from  peo- 
ple's own  earnings  could  not  justly  give  umbrage.  With 
respect  to  the  large  fortunes  acquired  by  gift  or  inlieri- 
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tance,  the  power  of  bequeathing  is  one  of  those  privileges 
of  property  wliich  are  fit  subjects  for  regulation  on  grounds 
of  general  expediency  ;  and  I  have  already  suggested,*  b& 
the  most  eligible  mode  of  restraining  the  accumulation  of 
large  fortunes  in  the  hands  of  those  who  have  not  earned 
them  by  exertion,  a  limitation  of  the  amount  wliich  anyone 
person  should  be  permitted  to  acquire  by  gift,  bequest,  or 
inheritance.  Apart  from  this,  and  from  the  proposal  of 
Benthara  (also  discussed  in  a  former  chapter)  that  collateral 
inheritance  ab  intesiato  should  cease,  and  the  property 
escheat  to  the  state,  I  conceive  that  inheritances  and  lega- 
cies,  exceeding  a  certain  amount,  are  highly  proper  subjects 
for  taxation  :  and  that  the  revenue  from  them  should  be  as 
great  as  it  can  be  made  without  giving  rise  to  evasions,  by 
donation  inter  vivos  or  concealment  of  property,  such  as  it 
would  be  impossible  adequately  to  check.  The  principle  of  1 
graduation  (as  it  is  called,)  that  is,  of  levying  a  larger  per- 
centage on  a  larger  sum,  though  its  application  to  general' 
taxation  would  be  in  my  opinion  objectionable,  seems  to 
me  both  just  and  expedient  as  applied  to  legacy  and  inheri, 
tanee  duties. 

The  objection  to  a  graduated  property  tax  applies  in  an 
aggravated  degree  to  the  proposition  of  an  exclusive  tax  on 
\  what  is  called  "  realized  property,'-  that  is,  property  not 
forming  a  part  of  any  capital  engaged  in  business,  or  rather 
in  business  under  the  superintendence  of  the  owner :  as 
land,  the  public  funds,  money  lent  on  mortgage,  and  sliares 
(I  presume)  in  joint  stock  companies.  Except  the  proposal 
of  applying  a  sponge  to  the  national  debt,  no  such  palpable 
violation  of  common  honesty  has  found  sufficient  support  in 
this  country,  during  the  present  generation,  to  be  regarded 
as  within  the  domain  of  discussion.  It  lias  not  the  palliation 
of  a  graduated  property  tax,  that  of  laying  the  burthen  on 
those  best  able  to  bear  it ;  for  "  realized  property"  includes 
the  far  larger  portion  of  the  provision  made  for  those  who 
are  unable  to  work,  and  consists,  in  great  part,  of  extremely 
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small  fractions,  I  can  hardly  conceive  a  more  shameless 
pretension,  than  that  tlio  major  part  of  the  property  of  the 
country,  that  of  raerchantSj  manufacturers,  farmers,  and 
shopkeepers,  should  be  exempted  from  its  share  of  taxation  ; 
that  these  classes  should  only  begin  to  pay  their  proportion 
after  retiring  tVom  buninesB,  and  if  they  never  retire  sliould 
be  excused  from  it  altogether.  But  even  this  does  not  give 
an  adequate  idea  of  the  injustice  of  the  proposition.  The 
burthen  thus  exclusively  thrown  on  the  owners  of  the 
smaller  portion  of  the  wealth  of  the  communityj  would  not 
even  be  a  burtlien  on  that  ehss  of  persons  in  perpetual 
Buccessionj  but  would  fall  exclusively  on  those  who  happened 
to  compose  it  when  the  tax  was  laid  on.  As  land  and  those 
particular  securities  would  thenceforth  yield  a  smaller  net 
income,  relatively  to  the  general  interest  of  capital  and  to 
the  profits  of  trade ;  the  balance  would  rectify  itself  by  a 
permanent  depreciation  of  those  kinds  of  property.  Future 
buyei^s  would  accjuire  land  and  securities  at  a  reduction  of 
price,  equivalent  to  the  peculiar  tax,  which  tax  they  wouldj 
therefore,  escape  from  paying;  while  the  original  possessors 
would  remain  burthened  with  it  even  after  parting  with  the 
property,  since  they  would  have  sold  their  land  or  securi- 
ties at  a  loss  of  value  equivalent  to  the  fee-simple  of  the 
tax.  Its  imposition  would  thus  be  tantamount  to  the  con- 
fiscation for  public  uses  of  a  percentage  of  their  p^roperty, 
equal  to  the  percentage  laid  on  their  income  by  the  tax. 
That  such  a  proposition  should  find  any  favour,  is  a  strik- 
ing instance  of  the  want  of  conscience  in  matters  of  taxa- 
tion, resulting  from  the  absence  of  any  fixed  principles  in 
the  public  mind,  and  of  any  indication  of  a  sense  of  justice 
on  the  subject  in  the  general  conduct  of  governments. 
Should  the  scheme  ever  enlist  a  large  party  in  its  support, 
the  fact  would  indicate  a  laxity  of  pecuniary  integrity  lu 
national  affairs,  scarcely  inferior  to  American  repudiation. 

§  4.     "Whether  the  profits  of  trade  may  not  rightfully  be 
taxed  at  a  lower  rate  than  incomes  derived  from  interest  or 


^ 


rent,  is  part  of  the  more  comprehensive  question,  so  ot'tuii 
mooted  on  the  occasion  of  the  present  income  tax,  whether 
lite  incomes  should  be  subjected  to  the  same  rate  of  taxation 
as  perpetual  incomes ;  whether  salaries^  for  example,  or 
annuities,  or  the  gains  of  professions,  shonld  pay  the  same 
percentage  as  the  income  from  inheritable  property. 

The  existing  tax  treats  all  kinds  of  incomes  exactly  alike, 
taking  its  sevenpence  (now  ninepence)  in  the  pound,  as  well 
from  the  person  whose  income  dies  with  him,  as  from  the 
landholder,  stockholder,  or  moitgagee,  who  can  transmit 
his  fortune  undiminished  to  his  descendants.  This  is  a  visible 
injustice :  yet  it  does  not  arithmetically  violate  the  rule  tlmt 
taxation  ought  to  be  in  proportion  to  means.  When  ]t  is  said 
that  a  temporary  income  ought  to  be  taxed  lees  than  a 
permanent  one,  the  reply  is  irresistible,  that  it  is  taxed  less ; 
for  the  income  which  lasts  only  ten  years  pays  the  tax  only 
ten  years,  w^hile  that  which  lasts  for  ever  pays  for  ever. 
On  this  point  some  financial  reformers  are  guilty  of  a  great 
fallacy.  They  contend  that  incomes  ought  to  be  assessed 
to  the  income  tax  not  in  proportion  to  their  annual  amount, 
but  to  their  capitaHzed  value :  that,  for  example,  if  the 
value  of  a  perpetual  annuity  of  lOOZ.  is  3000Z.,  and  a  life 
annuity  of  the  same  amount  being  woith  only  half  the 
number  of  years'  purchase  could  only  be  sold  for  1500/.,  the 
perpetual  income  should  pay  twice  as  much  per  cent  in- 
come tax  as  the  terminable  income ;  if  the  one  pays  10/.  a 
year  the  other  should  pay  only  6/.  But  in  this  argument 
there  is  the  obvious  oversight,  that  it  values  the  incomes  by 
one  standard  and  the  payments  by  another ;  it  capitalizes 
the  incomes,  but  forgets  to  capitalize  the  payments.  An 
annuity  worth  3000?.  ought,  it  is  alleged,  to  be  taxed  twice 
as  highly  as  one  which  is  only  worth  1500?.,  and  no  asser- 
tion can  be  more  unquestionable ;  but  it  is  forgotten  that 
the  income  worth  3000?.  pays  to  the  supposed  income  tax 
lOL  a  year  in  perpetuity,  which  is  equivalent,  by  supposi- 
tion, to  300/.,  while  the  terminable  income  pays  the  same 
10/.  only  during  the  life  of  its  owner,  which  on  the  same 
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calculation  is  a  value  of  150Z,  Already,  therefore,  the 
iDcome  which  is  only  half  as  Taliiahle,  pays  only  half  as 
much  to  the  tax  ;  and  if  in  addition  to  this  its  annual  quota 
were  reduced  from  10?.  to  5^,,  it  would  pay,  not  half,  hut  a 
fourth  part  only  of  the  payment  demanded  from  the  perpet- 
ual income.  To  make  it  just  that  the  one  income  isliould 
pay  only  half  as  much  per  annum  as  the  other,  it  would  he 
necessary  that  it  should  pay  that  half  for  the  same  period, 
that  is,  in  perpetuity. 

The  rule  of  payment  which  this  school  of  financial  re- 
fonners  contend  for,  would  be  very  proper  if  the  tax  were 
only  to  he  levied  once,  to  meet  some  national  emergency. 
On  the  principle  of  requiring  from  all  payers  an  equal  sacri- 
ficCj  every  person  who  had  anything  belonging  to  him, 
reversioners  included,  would  be  called  on  for  a  payment 
proportioned  to  the  present  value  of  his  property.  I  wonder 
it  does  not  occur  to  the  reformers  in  question,  that  precisely 
because  this  principle  of  assessment  would  be  just  in  the  case 
of  a  payment  made  once  for  all,  it  cannot  possibly  be  just  for 
a  permanent  tax.  When  each  pays  only  once,  one  person 
pays  no  oftener  than  another;  and  the  proportion  which 
would  he  just  in  that  case,  cannot  also  be  just  if  one  person 
has  to  make  the  payment  only  once,  and  tlie  other  several 
times.  This,  however,  is  the  type  of  the  case  which  actually 
occurs.  The  permanent  incomes  pay  the  tax  as  much  oftener 
than  the  temporary  ones,  as  a  perpetuity  exceeds  the  certain 
or  uncertain  length  of  time  which  forma  the  duration  of  the 
income  of  life  or  years. 

All  attempts  to  establish  a  claim  in  favour  of  terminable 
incomes  on  numerical  grounds — to  make  out,  in  short,  that  a 
proportional  tax  is  not  a  proportional  tax — are  manifestly 
absurd.  The  claim  does  not  rest  on  grounds  of  aritlunetie, 
but  of  human  wants  and  feelings.  It  is  not  because  the 
temporary  annuitant  has  smaller  means,  but  because  he 
has  greater  necessities,  that  he  ought  to  be  assessed  at  a 
lower  rate. 

In  spite  of  the  nominal  equality  of  income,  A,  an  annui- 
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tant  of  1000^.  a  year,  cannot  so  well  afford  to  pay  lOOL  out 
of  it,  as  B  who  derives  the  same  annual  sum 
property  ;  A  having  nsnally  a  demand  on  his 


\ 


from  heritable 
hich 


income  \v 


B  has  not,  namely,  to  provide  by  saving  for  children  or 
others ;  to  whichj  in  the  case  of  salaries  or  professional  gains, 
mnst  generally  be  added  a  provision  for  his  own  later  years ; 
while  B  may  expend  bis  whole  income  without  injury  to 
and  still  have  it  all  to  bestow  on  others  after 


his  old  age, 

his  death.     If  Aj  in  order  to 

lay  by  SOOL   of  his  income, 


meet  these  exigencies,  must 
to  take  100?.  from  hira  as 


income  tax  is  to  take  lOOL  from  700?.,  since  it  must  be  re- 
trenched from  that  part  only  of  his  means  which  he  can 
aflbrd  to  spend  on  his  ow^n  consumption*  Were  he  to 
throw  it  rateably  on  what  be  spends  and  on  w^hat  he  saves, 
abating  70?.  from  his  consumption  and  30^.  from  his  annual 
saving,  then  indeed  his  immediate  sacrifice  would  be  pro- 
portionally the  same  as  B's :  but  then  his  cbildi*en  or  his  old 
age  would  be  worse  provided  for  in  consequence  of  the  tax. 
The  capital  sum  wliieh  would  be  accumulated  for  them 
would  be  one-tenth  less,  and  on  the  reduced  income  afford- 
ed by  this  reduced  capital,  they  would  be  a  second  time 
charged  with  income  tax;  while  B's  heirs  would  only  be 
charged  once. 

The  principle,  therefore,  of  equality  of  taxation,  inter- 
preted in  its  only  just  sense,  equality  of  sacrifice,  requires 
that  a  person  who  has  no  means  of  providing  for  old  age, 
or  for  those  in  whom  he  is  interested,  except  by  saving  from 
income,  should  have  the  tax  renrdtted  on  all  that  part  of  his 
income  which  is  really  and  hondjide  applied  to  that  purpose. 

If,  indeed,  reliance  could  be  placed  on  the  conscience  of 
the  contributoi*8,  or  sufficient  security  taken  for  the  correct- 
ness of  their  statements  by  collateral  precautions,  the  proper 
mode  of  assessing  an  income  tax  would  be  to  tax  only  the 
part  of  income  devoted  to  expenditure,  exempting  that 
which  is  saved.  For  wdicn  saved  and  invested  (and  all 
savings,  speaking  generally,  are  invested)  it  thenceforth 
>me  tax  on  the  interest  or  profit  which  it  brings^ 
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notwithslandiDg  that  it  has  already  been  taxed  on  the 
principaL  Unless,  thereforej  savings  are  exempted  from 
income  tax,  the  contributors  are  twice  taxed  on  what  they 
save,  and  only  once  on  what  they  spend.  A  person  who 
spends  all  he  receives,  pays  7d.  in  the  pound,  or  say  three 
per  cent,  to  the  tax,  and  no  more ;  bnt  if  he  saves  part  of 
the  year's  income  and  buys  stock,  then  iu  addition  to  the 
three  per  cent  which  he  has  paid  on  the  principal,  and 
which  dimiiiishes  the  interest  in  the  same  ratio,  he  pays 
three  per  cent  annually  on  the  interest  itself,  which  is 
equivalent  to  an  immediate  payment  of  a  second  three  per 
•  cent  on  the  principal.  So  that  w^hile  unproductive  expendi- 
ture pays  only  three  per  cent,  savings  pay  six  per  cent :  or 
more  correctly,  three  per  cent  on  the  wdiole,  and  another 
three  per  cent  on  the  remaining  ninety-seven.  Tlie  difference 
thus  created  to  the  disadvantage  of  prudence  and  economy, 
is  not  only  impolitic  but  unjust*  To  tax  the  sum  invested, 
and  afterwards  tax  also  the  proceeds  of  the  hivestuient,  is  to 
tax  the  same  portion  of  the  contributor's  means  twice  over. 
The  principal  and  the  interest  cannot  both  together  form 
part  of  his  rcBources;  they  are  the  same  portion  twice 
counted ;  if  he  has  the  interest,  it  is  because  he  abstains 
I  from  using  the  principal ;  if  he  spends  the  principal,  he 
'  does  not  receive  the  interest.  Yet  because  he  can  do  either 
of  the  two,  he  is  taxed  as  if  he  could  do  both,  and  could  have 
the  benefit  of  the  saving  and  that  of  the  spending,  concur- 
rently with  one  another, 

It  has  been  urged  as  ao  objection  to  exempting  savings 

from  taxation,  that  the  law  ought  not  to  disturb,  by  artificial 

interference,  the  natural  competition  between  the  motives 

for  saving  and  those  for  spending.     But  we  have  seen  that 

the  law  disturbs  this  natural  competition   when  it  taxes 

savings,  not  when  it  spares  them  ;  for  as  the  savings  pay  at 

^ny  rate  the  full  tax  as  soon  as  they  are  invested,  theii* 

[      exemption  from  payment  in  the  earlier  stage  is  necessaij  to 

'      prevent   them   from    paying  twdce,  while  money  spent  in  "  , 

I      unproductive   consumption   pays   only  once.     It  has  been  i 
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furtlier  olijected,  that  since  the  rich  have  the  greatest  means 
of  Ba\u'ng,  aBy  privilege  given  to  savinga  is  an  advantage  be- 
Btowed  on  the  rich  at  the  expense  of  the  poor.  I  answer, 
that  it  is  bestowed  on  tliem  only  in  proportion  as  they  abdi- 
cate  the  personal  use  of  their  riches ;  in  proportion  as  they 
divert  tlieir  income  from  tlie  snpply  of  their  own  wants,  to  a 
prod  net ive  investmentj  through  which,  instead  of  being  con- 
sumed by  tbemselveSj  it  is  distributed  in  wages  among  the 
poor.  If  this  be  favouring  the  rich,  I  should  lite  to  have  it 
pointed  out,  what  mode  of  assessing  taxation  can  deserve 
the  name  of  favouring  the  poor. 

No  income  tax  is  really  just,  from  which  savings  are  not 
exempted  ;  aud  no  income  tax  ought  to  be  voted  without 
that  provision,  if  the  form  of  the  retiimSj  and  the  nature  of 
the  evidence  required,  could  be  so  arranged  as  to  prevent 
the  exemption  from  being  taken  fraudulent  advantage  of, 
by  saving  with  one  hand  and  getting  into  debt  with  the  other, 
or  by  spending  in  the  following  year  what  had  been  passed 
tax'free  as  saWng  in  tlie  year  preceding.  If  this  difflcnlty 
could  be  surmounted,  the  difficulties  and  complexities  arising 
from  the  comparative  claims  of  temporary  and  permanent  in- 
comes,  would  disappear  ;  for  since  temporary  incomes  have 
no  just  claim  to  lighter  taxation  than  permanent  incomes^ 
except  in  so  far  as  their  possessoi^  are  more  called  upon 
to  save,  the  exemption  of  what  they  do  save  would  fully 
satisfy  the  claim.  But  if  no  plan  can  be  devised  for  the 
exemption  of  actual  savings,  suffieiently  free  from  liability 
V  to  fraud,  it  is  necessary,  as  the  next  thing  in  point  of  justice, 
to  take  into  account  in  assessing  the  tax,  what  the  different 
classes  of  contribntors  ou^ht  to  save.  And  there  wonhl 
probably  be  no  other  mode  of  doing  this  than  the  rough 
expedient  of  two  different  rates  of  assessment.  There 
would  be  great  difficulty  in  taking  into  account  differences 
of  duration  between  one  terminable  income  and  another ; 
and  in  the  most  frequent  ease,  that  of  incomes  dependent  on 
life,  differences  of  age  and  health  would  constitute  such 
extreme  diversity  as  it  would  be  impossible  to  take  proper 
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It  would  probably  be  necessary  to  be  con- 
tent witb  one  uniform  rate  for  all  incomes  of  inheritance, 
and  another  uniform  rate  for  all  those  which  necessarily 
terminate  with  the  life  of  the  individual.  In  fixing  the 
proportion  between  the  two  rates,  there  must  inevitably  h& 
eomething  arbitrary ;  perhaps  a  deduction  of  one-fourth  in 
favour  of  lit e-in comes  would  be  as  little  objectionable  as  any 
wliicb  could  be  made,  it  being  thus  assumed  that  one-fourth 
of  a  life-income  is,  on  the  average  of  all  ages  and  states  of 
health,  a  suitable  proportion  to  be  laid  by  as  a  provision  for 
successors  and  for  old  age.* 


I 


*  Mr,  Hiibbaird,  the  first  person  who,  as  a  praeticsil  legislator,,  has  attempted 
the  rectification  of  the  ineome  tax  on  principles  of  utiimpeachable  justice,  and 
whose  well-c<>uceived  plan  wants  little  of  being  as  near  an  approximation  to  a 
just  asacjssmeat  aB  it  is  likely  that  means  could  be  found  of  catryiiig  into  practi- 
cal effect,  proposes  a  deduction  not  of  a  fourth  but  of  a  third ^  in  favour  of  indns* 
trial  and  professional  incomes.  He  fixes  on  this  ratio,  on  the  ground  thal^  inde" 
pcndently  of  all  consideration  as  to  what  the  industrial  and  professional  classes 
ougki  to  save,,  the  attainable  evidence  goes  to  prove  that  a  third  of  their  incomes 
ia  what  on  an  average  they  do  save,  over  and  above  the  proportion  saved  by 
other  classes,  '*The  savings"  (Mr,  Hubbard  observes)  ** effected  out  of  incomes 
derived  from  invested  property  are  estimated  at  one-tenth.  The  savings  effected 
out  of  industrial  incomes  are  estimated  at  four-tenths.  The  amounts  which 
would  be  assessed  under  these  two  classes  being  nearly  equal,  the  adjustment  Is 
Bimplified  by  etriking  otf  one-tenth  on  cither  side^  and  then  reducing  by  three- 
tenths,  or  one-third,  the  assessable  amount  of  industrial  incomes."  Proposed 
Report  (p.  xiv.  of  the  Report  and  Kvidence  of  the  Committee  of  1861.)  In  anch 
an  estimate  there  must  be  a  large  element  of  conjecture  *  but  in  so  far  as  it  can 
be  substantiated,  it  affords  a  valid  ground  for  the  practical  conclusion  which  Mr» 
Hubbard  founds  on  it. 

Several  wHtei-s  on  the  subject,  including  Mr.  Mill  in  his  Elements  of  Political 
Economy^  and  Mr,  M'CulIoch  in  hia  work  on  Taxation,  have  contended  that  ai 
much  should  be  deducted  as  would  be  sufficient  to  insure  the  possessor's  life  for 
a  sum  wliich  would  give  to  his  successors  for  ever  an  income  equal  to  what  he 
reserves  for  himself;  since  this  is  what  the  possessor  of  heritable  property  can 
do  without  saving  at  all :  in  other  worrls,  that  temfxirary  incomes  should  be  con- 
verted into  perpetual  incomes  of  equal  present  value,  and  taxed  as  8ueh»  If  the 
owners  of  life-incomes  actually  did  save  this  laj^ge  proportion  of  their  income, 
or  even  a  still  larger,  I  would  gladly  grant  them  an  exemption  from  taxation  on 
the  whole  amount,  since,  if  practical  means  could  be  found  of  doing  it,  I  would 
exempt  savings  altogether.  But  I  cannot  adinft  that  they  have  a  claim  to  ex- 
emption on  the  general  assumption  of  their  being  obliged  to  save  thLj  amounts 
44 
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Of  the  net  profits  of  persons  in  business,  a  part,  as  before 
observed,  may  be  considered  as  interest  on  capital,  and  of  a 
perpetual  character,  and  tlie  remaining  part  as  remuneration 
for  the  skill  and  labour  of  superintendence.  The  surplus 
beyond  interest  depends  ou  the  life  of  the  individual,  and'  I 
even  on  his  continuance  in  business,  and  is  entitled  to  the 
full  amount  of  exemption  allowed  to  terminable  incomes. 
It  has  also,  I  conceive,  a  just  claim  to  a  imlher  amount  of 
exemption  in  consideration  of  its  precariousness.  An  income 
^hich  some  not  unusual  vicissitude  may  reduce  to  nothing, 
or  even  convert  into  a  loss,  is  not  the  same  thing  to  the 
feelings  of  the  possessor  as  a  permanent  income  c*f  1000?.  a 
year,  even  though  on  an  average  of  years  it  may  yield  1000^. 
a  year.  If  life-incomes  vsrere  assessed  at  three-fourths  of 
their  fimount,  the  profits  of  business,  after  deducting  interest 
on  capital,  should  not  only  be  assessed  at  three-fourths,  but 
should  pay,  on  that  assessment,  a  lower  rate.  Or  perhaps 
the  claims  of  justice  in  this  respect  might  be  sufticiently  met 
by  allowing  the  deduction  of  a  tburth  on  the  entire  income, 
interest  included. 

These  are  the  chief  cases,  of  ordinary  occurrence,  in 
which  any  diificulty  arises  in  interpreting  the  maxim  of 
equality  of  taxation.  Tlie  proper  sense  to  be  put  upon  it, 
as  we  have  seen  in  the  preceding  example,  is,  that  people 
fibould  be  taxed,  not  in  proportion  to  what  they  have,  but^ 

Owners  of  life-incomes  are  not  bound  to  forego  the  enjoyment  of  them  for  the 
sake  of  leaving  to  a  pcrpetyal  line  of  successors  an  independent  provision  equal 
to  their  own  temporary  one ;  and  no  one  ever  dreams  of  doing  so.  Least  of  all 
is  it  to  be  re(|uired  or  expected  from  those  whose  incomes  are  the  fruits  of  per- 
sonal exertion,  that  thcj  should  leave  to  their  posterity  for  cver^  without  any 
necessity  for  exertion,  the  same  incomes  which  they  allow  to  themselves.  All 
they  are  bound  to  do,  even  for  their  children,  is  to  place  them  in  circumstances 
in  which  they  will  have  favourable  chances  of  earning  their  own  Hving.  To 
give,  however,  either  to  children  or  to  others,  by  bequest,  being  a  legitimate  in- 
<lination,  which  these  persons  cannot  indulge  without  laying  by  a  part  of  their 
income,  while  the  owners  of  hcHtable  property  can ;  this  real  inequality  in 
cases  where  the  incomes  themselves  are  equal,  should  be  considered,  to  &  reason- 
able degree,  in  the  adjuj^tment  of  taxation,  so  as  to  require  from  both,  as  nearly 
&B  practicable,  an  equal  sacrifice. 
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to  what  they  can  aflford  to  spcTid.  It  is  no  objection  to  this 
principle  that  we  cauDot  apply  it  cuiisisteiitly  to  all  cases. 
A  person  with  a  life-incoine  and  precarious  health,  or  who 
has  many  persons  depending  on  his  exertions,  ninst  if  he 
wishes  to  provide  for  tlicm  after  his  death,  he  more  rigidly 
economical  than  one  who  has  a  life-income  of  equal  amountj 
wit]i  a  strong  constitution,  and  few  claims  upon  him ;  and 
if  it  be  conceded  that  taxation  eannot  accommodate  itself  to 
these  distinctions,  it  is  argued  that  there  is  no  use  in  attend- 
ing to  any  distinctions,  wliere  the  absolute  amount  of  income 
is  the  same.  But  the  difficulty  of  doing  perfect  justice,  is 
no  reason  against  doing  as  pinch  as  we  can.  Though  it  may 
be  a  hardship  to  an  annuitant  whose  lite  is  only  worth  five 
years^  purchase,  to  be  allowed  no  greater  abatement  than  is 
granted  to  one  whose  life  is  worth  twenty,  it  is  better  for 
hini  even  so,  than  if  neither  of  them  were  allowed  any  abate- 
ment at  all. 


§  5.  Before  leaving  the  subject  of  Equality  of  Taxation, 
I  must  remark  that  there  are  cases  in  which  exceptions  may 
be  made  to  it,  coneistently  with  that  equal  justice  which  is 
the  groundwork  of  the  rule.  Suppose  that  there  is  a  kind 
of  income  which  constantly  tends  to  increase,  without  any 
exertion  or  sacrifice  on  the  part  of  the  ownere :  those  owners 
<5onstituting  a  class  in  the  community,  whom  the  natural 
course  of  things  progressively  enriches,  consistently  with 
complete  passlveness  on  their  own  part.  In  such  a  case  it 
would  be  no  violation  of  the  pnnciples  on  which  private 
property  is  grounded,  if  the  state  should  appropriate  this 
increase  of  wealth,  or  i>art  of  it,  as  it  arises.  This  woidd 
not  projierly  be  taking  anything  from  anybody ;  it  would 
merely  be  applying  an  accession  of  wealth,  created  by 
circumstances,  to  the  benelJt  of  society,  instead  of  allowing 
it  to  become  an  unearned  appendage  to  the  riches  of  a  par- 
ticular class, 

Now  this  is  actually  the  case  with  rent.  The  ordinary 
progress  of  a  society  which  increases  in  wealth,  is  at  all 
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times  tending  to  augment  the  incomes  of  landlords  ;  to  give 
them  both  a  greater  amount  and  a  greater  proportion  of  the 
wealth  of  the  community,  independently  of  any  trouble  or 
outlay  incurred  by  themselves.  They  grow  richer,  as  it 
were  in  their  sleep,  without  workingj  risking,  or  econouiiz- 
ing.  What  claim  have  they,  on  the  general  principle  of 
social  justice,  to  this  accession  of  richee  ?  In  what  would 
they  have  been  wronged  if  society  had,  from  the  beginning, 
reserved  the  right  of  taxing  the  spontaneous  increase  of  rent, 
to  the  highest  amount  required  by  financial  exigencies  ?  I 
admit  t!iat  it  would  be  nnjust  to  come  upon  each  individual 
estate,  and  lay  hold  of  tlie  increase  which  miglit  be  found  to  I 
have  taken  plaee  in  its  rental ;  because  there  would  be  no  ■ 
means  of  distinguishing  in  individual  cases,  between  an  in- 
crease owing  solely  to  the  general  circumstances  of  society,  M 
and  one  which  was  the  effect  of  skill  and  expenditiu^e  on  the 
part  of  the  proprietor.  The  only  admissible  mode  of  pro- 
ceeding would  be  by  a  general  measure.  The  first  step 
should  be  a  valuation  of  all  the  land  in  the  country.  The 
present  value  of  all  laud  should  be  exempt  from  the  tax  ;  but 
after  an  interval  had  elapsed,  during  which  society  had  in- 
creased in  population  and  'capital,  a  rough  estimate  might  ba 
made  of  the  spontaneous  increase  which  had  accrued  to  rent 
since  the  valuation  was  made.  Of  this  the  average  price  of 
produce  would  he  some  criterion  :  if  that  had  risen,  it  would 
be  certain  that  rent  had  increasedj  and  (as  already  shown) 
even  in  a  greater  ratio  than  the  rise  of  price.  On  this  and 
other  data,  an  approximate  estimate  might  be  made,  how 
much  value  had  been  added  to  the  land  of  the  country  by 
natural  causes  ;  and  in  laying  on  a  general  land-tax,  which 
for  fear  of  miscalculation  should  be  considerably  within  the 
amount  thus  indicated,  there  would  be  an  assurance  of  uof 
touching  any  increase  of  incomg  which  might  lie  the  restdt 
of  capital  expended  or  industry  exerted  by  the  proprietor* 

But  though  there  could  be  no  question  as  to  the  justice 
of  taxing  the  increase  of  rent,  if  society  had  avowedly  re- 
served  the  right,  has  not  society  waved  that  right,  by  not 
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exercising  it  i  In  England,  for  example,  have  not  all  who 
bought  land  for  the  last  century  or  more,  given  value  not 
only  for  the  existing  income,  but  for  the  prospects  of  in- 
creasej  under  an  implied  assurance  of  being  only  taxed  in 
the  same  proportion  with  other  incomea?  This  objeetionj 
in  so  far  as  valid,  has  a  different  degree  of  validity  in  dif- 
ferent  conntrieei ;  depending  on  the  degree  of  desuetnde  into 
which  society  has  allowed  a  right  to  tall,  wliichj  no  one  can 
doubtj  it  once  fully  poBsessed.  In  countries  of  Europe,  the 
right  to  take  by  taxation,  as  exigency  might  require,  an  in- 
definite portion  of  the  rent  of  land,  has  never  been  allowed 
to  blumber.  In  several  parts  of  the  Continent  the  land-tax 
forms  a  large  proportion  of  the  public  revenues,  and  has 
always  been  confessedly  liable  to  be  raised  or  lowered  with- 
out reference  to  other  taxes.  In  these  countries  no  one  can 
pretend  to  have  become  the  owner  of  land  on  the  faith  of 
never  being  called  upon  to  pay  an  increased  laud-tax.  In 
England  the  land-tax  has  not  varied  since  the  early  part  of 
the  last  centuiy.  The  last  act  of  the  legislature  in  relation 
to  its  amount,  was  to  diminish  it ;  and  though  the  subse- 
<jueut  increase  in  the  rental  of  the  country  has  been  im- 
mense, not  only  from  agriculture,  but  from  the  growth  of 
towns  and  the  increase  of  buildings,  the  ascendancy  of  land- 
liolders  in  the  legislature  has  prevented  any  tax  from  being 
imposed,  as  it  so  justly  might,  upon  the  very  large  portion 
of  this  increase  which  was  unearned,  and,  as  it  were,  acci- 
dentaL  For  the  expectations  thus  raised,  it  appears  to  me 
that  an  amply  sufficient  allowance  is  made,  if  the  whole  in- 
crease of  income  which  has  accrued  during  this  long  period 
from  a  mere  natural  law,  without  exertion  or  sacrifice,  is 
held  sacred  from  any  peculiar  taxation*  From  the  present 
date,  or  any  subsequent  time  at  w^hich  the  legislature  may 
think  fit  to  assert  the  principle,  I  see  no  objection  to  declar* 
ing  that  the  future  increment  of  rent  should  be  liable  to 
special  taxation  ;  in  doing  ivhich  all  injustice  to  the  land- 
lords would  be  obviated,  if  the  present  market-price  of  their 
land  w^ere  secm-ed  to  them  i  since  that  includes  the  present 
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value  of  all  future  expectations.     With  reference  to  sudi  al 
tax,  perhaps  a  safer  criterion  than  either  a  rise  of  rents  or  a 
rise  of  the  price  of  corn,  would  be  a  general  rise  in  the  price  . 
of 'land.     It  would  be  easy  to  keep  the  tax  witliin   tlief 
amount  which  would  reduce  the  inarket-value  of  land  below 
the  original  valuation :  and  up  to  that  point,  whatever  the 
amount  of  the  tax  might  be,  no  injustice  would  be  done  to 
the  proprietors.  m 

§  6.  But  whatever  may  be  thought  of  the  legitimacy 
of  making  the  State  a  sharer  in  all  future  mcrease  of  rent 
from  natural  causes,  the  exigting  land-tax  (which  in  thia 
country  unfortunately  is  very  small)  ought  uot  to  be  regarded 
as  a  tax,  but  as  a  rent-charge  in  favour  of  the  public ;  a  por- 
tion of  the  rent,  reserved  from  the  bcghming  by  the  State, 
winch  has  never  belonged  to  or  formed  part  of  the  income 
of  the  landlords,  and  should  not  therefore  be  counted  to 
them  as  part,  of  their  taxation,  so  as  to  exempt  them  from 
their  fair  share  of  every  other  tax.  As  well  might  the  tithe 
be  regarded  as  a  tax  ou  the  landlords ;  as  well,  in  Bengal, 
where  the  State,  though  entitled  to  the  whole  i-eut  of  tlio 
land,  gave  away  one-tenth  of  it  to  individuals,  retaining  the 
other  nine-ten thi,  might  those  nine-tenths  be  considered  m 
an  unequal  and  unjust  tax  on  the  grantees  of  the  tenth. 
That  a  person  owns  pf^rt  of  the  rent,  does  not  make  the  rest 
of  it  his  just  right,  injuriously  withheld  from  him.  The 
landlords  originally  held  their  estates  subject  to  feudal  bur- 
dens, tor  which  the  present  land-tax  is  an  exceedingly  small 
equivalent  J  and  for  their  relief  from  which  they  should  have 
been  required  to  pay  a  much  higher  price.  All  who  have 
bought  land  since  the  tax  existed  have  bought  it  subject  to 
the  tax.  There  is  not  tlie  smallest  pretence  for  looking 
upon  it  as  a  payment  exacted  from  the  existing  race  of 
landlords* 

These  observations  are  applicable  to  a  land-tax,  only  in 
so  far  as  it  is  a  peculiar  tax,  and  not  when  it  is  merely  a 
mode  of  levying  from  the  landlords  the  equivalent  of  what 
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is  taken  from  other  classes.  In  France,  for  example,  there 
are  peculiar  taxes  on  other  kinds  of  property  and  income 
(the  mdilier  and  t\\B  patenie)^  and  supposing  the  land-tax  to 
be  not  more  than  equivalent  to  these,  there  would  be  no 
ground  for  contending  that  the  state  had  reserved  to  itself  a 
rent-chai^e  on  the  land.  But  wherever  and  in  so  far  as  in- 
come derived  from  land  is  prescriptively  enbject  to  a  deduc- 
tion for  public  purposes,  beyond  the  rate  of  taxation  levied 
on  other  ineomesj  the  surplus  is  not  pi'operly  taxation,  but 
a  share  of  the  property  in  the  soil,  reserved  by  the  state.  In 
this  country  there  are  no  peculiar  taxes  on  other  classes, 
corresponding  tOj  or  intended  to  countei-vailj  the  land-tax. 
The  whole  of  it,  therefore,  is  not  taxation  hut  a  rent-charge, 
and  is  as  if  the  state  had  retained,  not  a  portion  of  the  rent, 
but  a  portion  of  the  land.  It  is  no  more  a  burden  on  the 
landlord,  tlian  the  share  of  one  joint  tenant  is  a  burden  on 
the  other,  Tlie  landlords  are  entitled  to  no  compensation 
lor  it,  nor  have  they  any  claim  to  its  being  allowed  for,  as 
part  of  their  taxes.  Its  continuance  on  the  existing  footing 
is  no  infringement  of  the  principal  of  Equal  Taxation,* 

We  shall  hereafter  consider,  in  treating  of  Indirect  Taxa- 
tion, how  far,  and  with  what  modifications,  the  rule  of  equal- 
ity is  applicable  to  that  department. 


§  7.  In  addition  to  the  preceding  rules,  another  gen- 
eral rule  of  taxation  is  sometinies  laid  down,  namely,  that  it 
should  fall  on  income j  and  not  on  capital.  Tliat  taxation 
should  nut  ene roach  upon  the  amount  of  the  national  capital, 
ie  indeed  of  the  greatest  importance ;  but  this  encroachment, 
when  it  occurs,  is  not  so  nmch  a  consequence  of  any  par- 


•  The  Bamc  remarks  obviously  apply  to  those  local  taxeg^  of  the  peculiar 
pressure  of  which  on  landed  property  so  much  has  heen  paid  by  the  remnant  of 
the  Ppotectioriists.  Aa  much  of  thf^se  Ijurdena  as  is  of  old  standlcigf  ought  to  bo 
regarded  m  a  prescriptivo  deduction  or  reservation,  for  public  purposes,  of  a 
portion  of  the  rent.  And  any  recent  additions  have  either  been  incurred  for  the 
benefit  of  the  owners  of  landed  property,  or  occasioned  by  their  fault :  in  neither 
caaCf  giving  them  &ny  just  ground  of  oomplaint. 
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ticular  mode  of  taxation,  as  of  its  excessive  amount.  Over- 
taxation, carried  to  a  sufficient  extent,  is  quite  capable  of 
ruining  the  most  industrious  commuDity,  especially  when  it 
is  ill  any  degree  arbitrary,  so  that  the  payer  is  never  certain 
bow  much  or  how  little  he  shall  be  allowed  to  keep ;  or 
when  it  is  so  laid  oo  as  to  render  industry  and  economy  a 
bad  calculation.  But  il*  these  errors  be  avoided,  and  the 
amount  of  taxation  be  not  greater  than  it  is  at  present  even 
in  the  most  heavily  taxed  country  of  Europe,  there  is  no 
danger  lest  it  should  deprive  the  country  of  a  portion  of  its 
capital. 

To  provide  that  taxation  shall  fall  entirely  on  income, 
and  not  at  all  on  capital,  is  beyond  the  power  of  any  system 
of  fiscal  arrangements.  There  is  no  tax  which  is  not  partly 
paid  from  what  would  otherwise  have  been  saved  ;  no  tax, 
the  amount  of  which,  if  remitted,  would  be  wholly  employed 
in  increased  expenditure,  and  no  part  whatever  laid  by  as 
an  addition  to  capital.  All  taxes,  therefore,  are  in  &ome 
sense  partly  paid  out  of  capital  ;  and  in  a  poor  country  it 
is  impossible  to  impose  any  tax  which  will  not  impede  the 
increase  of  the  national  wealth.  But  in  a  country  where 
capital  abounds  and  the  spirit  of  accumulation  is  strong, 
this  effect  of  taxation  is  scarcely  felt.  Capital  having 
reached  the  stage  in  whichj  were  it  not  for  a  perpetual  suc- 
cession of  improvements  in  production,  any  further  increase 
wonld  soon  be  stopped — and  having  so  strong  a  tendency 
even  to  outrun  those  improvements,  that  profits  are  only 
kept  above  the  minimum  by  emigration  of  capital,  or  by  a 
periodical  sweep  called  a  commercial  crisis;  to  take  from 
capital  by  taxation  what  emigration  would  remove,  or  a 
commercial  crisis  destroy,  is  only  to  do  what  either  of  those 
causes  would  have  done,  namely,  to  make  a  clear  space  for 
further  saving* 

I  cannot,  therefore,  attach  any  importance,  in  a  wealthy 
country,  to  the  objection  made  against  taxes  on  legacies  and 
inheritances,  that  they  are  taxes  on  capital.  It  is  perfectly 
true  that  they  are  so.     As  Eicardo  observes,  if  lOOL  are 
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taken  from  any  one  in  a  tax  on  houses  or  on  wine,  he  will 
probably  save  itj  or  a  part  of  it,  by  living  in  a  cheaper 
house,  consuming  less  wine,  or  retrenehiiig  from  Bome  other 
of  his  expenses :  but  if  the  same  sum  be  taken  from  him 
because  he  has  received  a  legacy  of  lOOD?.,  he  considers  the 
legacy  as  only  900^-3  and  feels  no  more  inducement  than  at 
any  other  time  (probably  feels  rather  less  inducement)  to 
economize  in  his  expenditure.  The  tax,  tbereforCj  is  wholly 
paid  out  of  capital :  and  there  are  countries  in  which  this 
T¥ould  be  a  serious  objection.  But  in  the  first  place,  the 
argument  cannot  apply  to  any  country  which  has  a  national 
debt  and  devotes  any  portion  of  revenue  to  paying  it  off; 
since  the  produce  of  the  tax,  thus  applied,  still  remains 
capital,  and  is  merely  transferred  from  the  tax-payer  to  the 
fnndholder.  But  the  objection  is  never  applicable  in  a 
country  which  increases  rapidly  in  wealth.  The  amount 
■which  would  be  derived,  even  from  a  very  high  legacy  duty, 
in  each  year,  is  but  a  small  fraction  of  the  annual  increase  of 
capital  in  such  a  country  ;  and  its  abstraction  would  but 
make  room  for  saving  to  an  equivalent  amount :  while  the 
effect  of  not  taking  it,  18  to  prevent  that  amount  of  saving, 
or  cause  the  savings  when  made,  to  be  sent  abroad  for 
investment,  A  country  wlxich,  like  England,  accumulates 
capital  not  only  for  itself,  but  for  half  the  world,  may  be 
said  to  defray  the  whole  of  its  public  expenses  from  its 
overflowings  ;  and  its  wealth  is  probably  at  this  moment  as 
great  as  if  it  had  no  taxes  at  all.  Wliat  its  taxes  really  do 
is,  to  subtract  from  its  means,  not  of  production  but  of 
enjoyment ;  since  whatever  any  one  pays  in  taxes,  he  could, 
if  it  were  not  taken  for  that  purpose,  employ  in  indulging 
Mb  ease,  or  in  gratifying  some  want  or  taste  which  at  pres- 
ent remains  unsatisfied. 


CHAPTEK  m. 


OF    DIRECT    TAXES. 


§  1.  Taxes  are  either  direct  or  indirect,  A  direct  tax 
is  one  which  is  demanded  from  the  very  perBons  who,  it  h 
intended  or  desired,  slioitld  paj  it.  Indirect  taxes  are  those 
which  are  demanded  from  one  person  in  the  expectation  and 
intention  that  he  shall  indemnify  hinaaelf  at  the  expense  of 
another :  such  as  the  excise  or  customs.  The  producer  or 
importer  of  a  commodity  is  called  upon  to  pay  tax  on  it^ 
not  with  the  intention  to  levy  a  peculiar  contribution  upon 
him,  but  to  tax  tli rough  him  the  consumers  of  the  cora- 
niodityj  from  whom  it  is  supposed  that  he  will  recover  the 
amount  by  means  of  an  ad  vance  in  price. 

Direct  taxes  are  either  ou  income,  or  on  expenditure* 
Most  taxes  on  expenditure  are  indirect,  but  some  are  direct^ 
being  imposed,  not  on  the  producer  or  seller  of  an  article^ 
but  immediately  on  the  consumer,  A  house-tax,  for  exam- 
ple, is  a  direct  tax  on  expenditure,  if  levied,  as  it  usually 
is,  on  the  occupier  of  the  honse.  If  levied  on  the  builder 
or  owner,  it  would  be  an  indirect  tax,  A  window  tax  is 
a  direct  tax  on  expenditure ;  so  are  the  taxes  on  horses 
and  carriages,  and  the  rest  of  what  are  called  the  assessed 
taxes. 

The  sources  of  income  are  rent,  profits,  and  wages.  This 
includes  every  sort  of  income,  except  gift  or  plunder.  Taxes 
may  be  laid  on  any  one  of  the  tliree  kinds  of  incomej  or  an 
uniform  tax  on  all  of  them.  We  will  consider  these  id 
their  order. 
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§  2.  A  tax  on  rent  falls  wholly  on  the  landlord.  Tlicre 
are  no  means  by  which  he  can  shift  the  burden  upon  aoy 
one  else.  It  does  not  affect  the  value  or  price  of  agricuUural 
produce,  for  this  i3  determined  by  the  cost  of  production  in 
the  most  unfavourable  circumstances,  and  in  those  circum- 
stances, as  we  have  so  often  demonstrated,  no  rent  is  paid, 
A  tax  on  rent,  thereforej  has  no  eflect,  other  than  its  obvious 
one.  It  merely  takes  so  much  from  the  landlord,  and  trans- 
fers it  to  the  state. 

This,  however,  is,  in  strict  exactness,  only  true  of  the 
rent  which  is  the  result  either  of  natural  causes,  or  of  im- 
provements made  by  tenants.  When  the  landlord  makes 
improvements  which  increase  the  productive  power  of  his 
land,  he  is  remunerated  for  thein  by  au  extra  payment  from 
the  tenant ;  and  this  payment,  which  to  the  landlord  is  prop- 
erly a  profit  on  capital,  is  blended  and  confounded  with  rent ; 
which  indeed  it  really  is,  to  the  tenant,  and  in  respect  of  the 
economical  laws  which  determine  its  amount,  A  tax  on  rent, 
if  extending  to  this  portion  of  it,  would  discourage  landlords 
from  making  improvements :  but  it  docs  not  follow  that  it 
would  raise  the  price  of  s^rieultural  produce.  The  same 
improvements  might  be  made  with  the  tenant^s  capital,  or 
even  with  the  landlord's  if  lent  by  him  to  the  tenant;  pro- 
vided he  is  willing  to  give  the  tenant  bo  long  a  lease  as  will 
enable  him  to  indemnify  himself  before  it  expires.  But 
whatever  hinders  improvements  froxn  being  made  in  the 
manner  in  which  people  prefer  to  make  them,  will  often  pre- 
vent them  from  being  made  at  all :  and  on  this  aec^ount  a 
tax  on  rent  would  be  inexpedient  unless  some  means  could 
be  devised  of  excluding  from  its  operation  that  portion  of  the 
nominal  rent  which  may  be  regarded  as  landlord's  profit.  This 
argument,  however,  is  not  needed  for  the  condemnation  of 
such  a  tax.  A  peculiar  tax  on  the  income  of  any  class,  not 
balanced  by  taxes  on  other  classes,  is  a  violation  of  justice,  and 
amounts  to  a  partial  confiscation.  I  have  already  shown 
grounds  for  excepting  frotn  this  censure  a  tax  which,  sparing 
existing  rents,  should  content  itself  with  appropriating  a  por- 
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tion  of  any  future  increase  arising  from  the  mere  action  of 
natural  causeB,  But  even  this  could  not  be  justly  done,  with- 
out offering  as  an  alternative  the  market  price  of  the  land.  In 
the  case  of  a  tax  on  rent  which  is  not  peculiar,  but  accom- 
panied by  an  equivalent  tax  on  other  incomes,  the  objec- 
tion grounded  on  its  reaching  the  profit  arising  from  im- 
provements is  less  applicable :  since,  profits  being  taxed  as 
well  as  rentj  the  profit  which  assumes  the  fomi  of  rent  is 
liable  to  its  share  in  common  with  other  profits;  but  since 
profits  altogether  ought,  for  reasons  formerly  stated,  to  be 
taxed  somewhat  lower  than  rent  properly  so  called,  the  ob- 
jection is  only  diminished,  not  removed. 

§  3.  A  tax  on  profits,  like  a  tax  on  rent,  must,  at  least 
in  its  immediate  operation,  fall  wholly  on  the  payer.  All 
profits  being  alike  affected,  no  relief  can  be  obtained  by 
a  change  of  emjJojment.  If  a  tax  were  laid  on  the  profits 
of  any  one  branch  of  productive  employment,  the  tax  would 
be  virtually  au  increase  of  the  cost  of  production,  and  the 
value  and  price  of  tlie  article  would  rise  accordingly  ;  by 
which  the  tax  would  be  thrown  upon  the  consumers  of  the 
commodity,  and  would  not  affect  profits.  But  a  general 
and  equal  tax  on  all  profits  would  not  affect  general  prices, 
and  would  fallj  at  least  in  the  first  instance,  on  capitalists 
alone. 

There  is,  however,  an  ulterior  effect,  which,  in  a  rich  and 
prosperous  country,  requires  to  be  taken  into  account. 
TV  hen  the  capital  accumulated  is  so  great  and  the  rate  of 
annual  accumulation  so  rapid,  that  the  country  is  only  kept 
from  attaining  the  stationary  state  by  the  emigration  of 
capital,  or  by  continual  improvements  in  production ;  any 
circumstance  which  virtually  lowers  the  rate  of  profit,  can- 
not be  without  a  decided  influence  on  these  phenomena. 
It  may  operate  in  different  ways.  The  curtailment  of 
profit,  and  the  consequent  increased  difficulty  in  making  a 
fortune  or  obtaining  a  sid)sistence  by  the  employment  of 
capital,  may  act  as  a  stimulus  to  inventions,  and  to  the  use 
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of  tliem  when  made.     If  improvements  in  production  are*-^ 
mxich   accelerated,   and  if    these    improvements  cheap eu, 
directly  or  indirectly,  any  of  the  things  hahitnally  con- 
sumed hy  the  labourer,  profits  may  rise,  and  rise  sufficient — 
ly  to  make  up  for  all  that  is  taken  from  them  by  the  tax- 
In  that  case  the  tax  will  have  been  realized  without  loss  to 
any  one,  the  produce  of  the  country  being  increased  by  an 
equal,  or  what  would  in  that  case  be  a  far  greater  amoont. 
The  tax,  however,  must  even  in  this  ease  be  considered  as  ^ 
paid  from  profits,  because  the  receivers  of  profits  are  tliose 
who  would  be  benefited  if  it  were  taken  oflf. 

But  though  tlie  artificial  abstraction  of  a  portion  of  prof- 
its would  have  a  real  tendency  to  accelerate  improvements 
in  production,  no  considerable  improvements  might  actually 
result,  or  only  of  such  a  kind  as  not  to  raie-e  general  profits 
at  all,  or  not  to  raise  them  so  much  as  the  tax  had  dimin- 
ished them.  If  so,  the  rate  of  profit  would  be  brought 
closer  to  that  practical  minimum,  to  which  it  is  constantly 
approaching :  and  this  diminished  return  to  capital  would 
either  give  a  decided  check  to  further  accumulation,  or 
would  cause  a  greater  proportion  than  before  of  the  annual 
increase  to  be  sent  abroad,  or  wasted  in  unprofitable  specu- 
lations. At  its  first  imposition  the  tax  falls  wholly  on  prof-^ 
its :  but  the  amount  of  increase  of  capital,  whieli  the  tax 
prevents,  would,  if  it  had  been  allowed  to  continue,  have 
tended  to  reduce  profits  to  the  same  level ;  and  at  every 
period  often  or  twenty  years  there  will  be  found  less  difi'er- 
ence  between  profits  as  they  are,  and  profits  as  they  would 
in  that  case  have  been  :  until  at  last  there  is  no  difterence, 
and  the  tax  is  thrown  cither  upon  ttie  labourer  or  upon  the  ^ 
landlord.  The  real  effect  of  a  tax  on  profits  is  to  make  the 
country  possess  at  any  given  period,  a  smaller  capital  and  a 
smaller  aggregate  production,  and  to  make  the  stationary 
state  be  attained  earlier,  and  with  a  smaller  sum  of  national 
wealth.  It  IS  possible  that  a  tax  on  profits  might  even 
diminish  the  existing  capital  of  the  country.  If  the  rate  of 
profit  is  already  at  the  practical  minimum,  that  is,  at  the 
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point  at  which  all  that  portion  of  the  annnal  mcrement 
which  would  t^nd  to  re<luee  profits  is  carried  off  either  bj 
exportation  or  by  speeolatioB  ;  then  if  a  tax  is  inipoBed  which 
reduces  profits  still  lower,  the  game  causes  which  previously 
carried  off  the  iiicrease  would  probably  carry  off  a  portion  of 
the  existing  capital,     A  tax  on  profits  is  thus^  in  a  state  of 
capital  and  accunmlation  like  that  in  England,  extremely    _ 
detrimental  to  the  national  wealth.    And  this  effect  is  not    I 
confined  to  the  case  of  a  peculiar,  and  therefore  intrinsically 
unjust,  tax  on  profits.     The  mere  fact  that  profits  have  to 
bear  their  share  of  a  heavy  general  taxation,  tends,  in  the 
same  manner  as  a  peculiar  tax,  to  drive  capital  abroad,  to    M 
stimulate  imprudent  speculations  by  diminishing  safe  gains,    " 
to  discourage   further  accumulation,  and  to  accelerate  the 
attainment  of  the  stationary  state.    This  is  thought  to  have 
been  the  principal  cause  of  the  decline  of  Holland,  or  rather 
of  her  having  ceased  to  make  progress. 

Even  in  countries  which  do  not  accumulate  so  fast  as  to 
be  always  within  a  short  interval  of  the  stationary  state,  it 
seems  impossible  that,  if  capital  is  accumulating  at  all,  its 
accumulation  should  not  be  in  some  degree  retarded  by  the  ■ 
abstraction  of  a  portion  of  its  profit ;  and  unless  the  effect  in 
stimulating  iiiiprovementB  be  ,a  full  counterbalance,  it  is  - 
inevitable  that  a  part  of  the  burden  will  be  thrown  off  the  f 
capitalist,  upon  the  labourer  or  the  landlorci  One  or  otlier 
of  these  is  always  the  loser  by  a  diminished  rate  of  accuinu- 
lation.  If  population  continues  to  increase  as  before,  tl)c 
labourer  suffers  :  if  not,  cultivation  is  checked  in  its  advance, 
and  the  landlords  lose  the  accession  of  rent  which  would 
have  accrued  to  them.  Tlie  only  countries  in  which  a  tax  on 
profits  seems  likely  to  be  permanently  a  burden  on  capital- 
iata  exclusively,  are  those  in  which  capital  is  stationary, 
because  tljere  is  no  new  accumulation.  In  such  countries 
the  tax  miglit  not  prevent  the  old  capital  fi:om  being  kept 
up  through  habit,  or  from  unwillingness  to  submit  to  im- 
poveriBlinicnt,  and  so  the  capitalists  might  continue  to  bear 
the  whole  of  the  tax.     It  is  seen  from  these  considerations 


I 


DIKECT  TAXES. 


423 


that  tlie  effects  of  a  tax  on  profits  are  miicli  more  complex 
more  various,  and  in  some  points  more  nucertain,  than 
writers  on  the  subject  have  commonly  supposed. 


§  4.  We  now  turn  to  Taxes  on  Wages.  The  incidence 
of  these  is  very  difterent,  according  as  the  wages  taxed  ai*e 
those  of  ordinary  unskilled  labonr,  or  are  the  remuneration  of 
such  skilled  or  privileged  employments,  whether  manual  or 
intellectual,  as  are  taken  out  of  the  sphere  of  competition  by 
a  natural  or  conferred  monopoly. 

I  have  already  remarked,  that  in  the  present  low  state 
of  popular  education,  all  the  higher  grades  of  mental  or  edu- 
cated labour  are  at  a  monopoly  price  ;  exceeding  the  wages 
of  common  workmen  in  a  degree  very  far  beyond  that  which 
is  due  to  the  expense,  tronble,  and  loss  of  time  requij*ed  in 
qualifying  for  the  employment.  Any  tax  levied  on  these 
gains  which  still  leaves  them  above  (or  not  below)  their  just 
proportion,  falls  on  those  who  pay  it ;  they  have  no  means 
of  relieving  themselves  at  the  expense  of  any  othei:  class. 
The  same  thipg  is  true  of  ordinary  wages,  in  cases  like  that 
of  the  United  States^  or  of  a  new  colony,  where,  capital  in- 
creasing as  rapidly  as  population  can  increase,  wages  are 
kept  up  by  the  increase  of  capital,  and  not  by  the  adherence 
of  the  labonrers  to  a  fixed  standard  of  comforts.  In  such  a 
case,  some  deterioration  of  their  condition,  whether  by  a  tax 
or  otherwise,  might  possibly  take  place  without  checking 
the  increase  of  population.  The  tax  would  in  that  case  fall 
on  the  labourers  themselves,  and  would  reduce  them  pre- 
maturely to  that  lower  state  to  which,  on  the  same  supposi- 
tion with  regard  to  their  habits,  they  would  in  any  case  have 
been  reduced  ultimately,  by  the  inevitable  diminution  in  the 
rate  of  increase  of  capital,  through  the  occupation  of  all  the 
fertile  land. 

Some  will  object  that,  even  in  this  case,  a  tax  on  wages 
cannot  be  detrimental  to  the  labourers,  since  the  money 
raised  by  it,  being  expended  in  the  country,  comes  back  to 
tlie  labourers  again  through  the  demand  for  labour.     The 
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fallacjj  howeverj  of  this  doctrine  has  been  so  completely 
exhibited  in  the  First  Book,*  that  I  need  do  little  more  than 
refer  to  that  exposition.  It  was  there  shown  that  funds  ex- 
pended un  prod  actively  have  no  tendency  to  raise  or  keep 
up  w^ages,  unless  when  expended  in  the  direct  purchase  of 
labour.  If*  the  government  took  a  tax  of  a  shilling  a  week 
from  every  lahourerj  and  laid  it  all  out  in  hiring  labourers 
for  military  service,  public  works,  or  the  likej  it  would  no 
doubt,  indemnify  the  labourers  as  a  class  for  all  that  the  tax 
took  from  them.  That  would  really  be  "  spending  the  mon- 
ey among  the  people."  But  if  it  expended  the  whole  in 
buying  goods,  or  in  adding  to  the  salaries  of  employes  who 
bought  f^joods  with  itj  this  would  not  increase  the  demand 
tor  labour,  or  tend  to  raise  wages.  Without,  however, 
reverting  to  general  principles,  we  may  rely  on  an  ol> 
vlons  reduciw  ad  ab&urdum.  If  to  take  money  from  the 
labourers  and  spend  it  in  commodities  is  giving  it  back  to 
the  labourers,  thenj  to  take  money  from  other  classes,  and 
spend  it  in  the  same  manner,  must  be  giving  it  to  the  la- 
bourers; consequently,  the  more  a  government  takes  in 
taxes,  the  greater  will  be  the  demand  for  labour,  and  the 
more  opulent  the  condition  of  the  labourers*  A  proposition 
the  absurdity  of  which  no  one  can  fail  to  see. 

In  the  condition  of  most  communities,  wages  are  regu- 
lated by  the  habitual  standard  of  living  to  which  the  la- 
bourers adhere,  and  on  less  than  which  they  will  not  multi- 
ply. Where  there  exists  such  a  standard,  a  tax  on  wages 
will  indeed  for  a  time  be  borae  by  the  labourers  them- 
selves ;  but  unless  this  temporary'  depression  has  the  eflFect 
of  lowering  the  standard  itself,  the  increase  of  population 
will  receive  a  check,  which  will  raise  wages,  and  restore  the 
labourei-s  to  their  previous  condition.  On  whom,  in  this 
case,  will  the  tax  fall  ?  According  to  Adam  Smith,  on  the 
community  generally,  in  their  character  of  consumers  j 
since  the  rise  of  wages,  he  thought,  would  raise  general 
prices.     We  have  seen,  however,  that  general  prices  depend 
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on  otber  catiseSj  and  are  never  raised  by  any  circumstance 
which  affects  all  kinds  of  productive  emploj^ment  in  the 
same  manner  and  degree.  A  rise  of  wages  occasioned  by  a 
tax,  must,  like  any  other  increase  of  tlie  cost  of  labour,  be 
defrayed  from  profits.  To  attempt  to  tax  day-laljoiirei'Sj  in 
an  old  countryj  is  merely  to  inipose  an  extra  tax  upon  all 
employers  of  common  labour  ;  unless  the  tax  lias  the  much 
worse  effect  of  pemiatiently  lowering  the  standard  of  eom* 
fortalde  subsistence  in  the  minds  of  the  poorest  class, 

"We  find  in  the  precediog  considerHtiuns  an  additional 
argument  for  the  opinion  already  expressed,  that  direct  tax- 
ation should  stop  short  of  the  class  of  incomes  which  do  not 
exceed  what  is  necessary  for  healthful  existence.  These 
very  small  incomes  are  mostly  derived  from  manual  labour ; 
andj  as  we  now  see,  any  tax  imposed  on  these,  either  per- 
manently degrades  the  habits  of  the  labouring  class,  or  falls 
on  profits,  and  burdens  capitalists  with  an  indirect  tax,  in 
addition  to  their  siiare  of  tlie  direct  taxes ;  which  is  doubly 
objectionablcj  both  as  a  violation  of  the  fundamental  rule  of 
equality,  aud  for  the  reasons  which,  as  already  shown,  render 
a  peculiar  tax  on  profits  detrimental  to  the  public  wealthy 
and  consequently  to  the  means  which  society  possesses  of 
paying  any  taxes  whatever. 


§  5.  We  now  pass,  from  t^xes  on  the  separate  kind  a 
of  income,  to  a  tax  attempted  to  be  assessed  fairly  upon  all 
kinds ;  in  other  words,  an  Income  Tax,  The  discussion  of 
the  conditions  necessary  for  making  this  tax  consistent  with 
justice,  has  been  anticipated  in  tlie  last  chapter.  We  shall 
suppose,  therefore,  that  these  conditions  are  eompUed  %vitli. 
They  are,  first,  that  iucouies  below  a  certain  amount  should*^ 
be  altogether  untaxed-  This  minimum  should  not  be  higher 
than  the  amount  which  snffices  for  the  necessaries  of  the 
existing  population.  The  exemption  from  the  present  income- 
tax,  of  all  incomes  under  100/,  a-year,  and  the  lower  per- 
centage levied  on  those  between  100^.  and  150?.,  are  only 
defensible  on  the  ground  that  almost  all  the  indirect  taxe& 
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press  more  heavily  on  incomes  between  50?.  and  160?.  tlian 
on  any  others  wliatever.     The  second   condition  is,  that 

*^iiieoaies  above  the  limit  ehould  be  taxed  only  in  proportion 
to  the  surplus  by  which  they  exceed  the  limit,     Thirdlyj 

i^that  all  sums  saved  from  income  and  invested,  should  be  ex-  ■ 
empt  from  the  tax  :  or  if  thiB  be  found  impracticable^  that 
life  incomes  and  incomes  from  business  and  professioufi 
ehould  be  less  heavily  taxed  than  inheritable  incomes,  in  a  I 
degree  as  nearly  as  possible  equivalent  to  the  increased  need 
of  eeonomy  arising  from  their  terminable  charaeter :  allow- 
ance being  also  made,  in  the  case  of  variable  incomes,  for 
their  precarionsuess.  ■ 

An  income-tax,  fairly  assessed  on  these  principles,  would  ■ 
be,  in  ponit  of  justicCj  the  leastexccgtionable^of^aJ^^ 
The  objection  to  it,  in  the  presentTowstate  of  pubhc  raorahty, 
is  the  impossibility  of  ascertdning  the  real  incomes  of  the 
contributors.     The  supposed  hardship  of  compelling  people 
to  disclose  the  amount  of  their  incomes,  ought  not  in  my 
opinion,  to  count  for  much.     One  of  the  social  evils  of  this 
country  is  the  practicCj  amounting  to  a  eiistomj  of  maintain- 
ing, or  attempting  to  uiaintain,  the  appearance  to  the  world 
of  a  larger  income  than  is  possessed  ;  and  it  would  be  far  bet- 
ter for  the  interests  of  those  who  yield  to  this  weakness,  if  the 
extent  of  their  means  were  universally  and  exactly  known,  ■ 
imd  the  temptation  removed  to  expending  more  than  they 
can  aftbrd,  or  stinting  real  wants  in  order  to  make  a  false 
show  externally.     At  the  same  time,  the  reason  of  the  case, 
•even  on  this  point,  is  not  so  exclusively  on  one  side  of  the 
argument  as  is  sometimes  supposed.     So  long  as  the  \Tilgar 
of  any  country  are  in  the  debased  state  of  mind  whiclx  this 
national  habit  presupposes^ — so  long  as  their  respect  (if  such 
a  word  can  be  applied  to  it)  i^  proportioned  to  what  they  snp' 
pose  to  be  each  person's  pecuniary  means — it  may  be  doubted     , 
whether  anything  which  would  remove  all  uncertainty  as  to  fl 
tbat  point,  would  not  considerably  increase  the  presumption 
and  arrogance  of  the  \Tilgar  rich,  and  their  insolence  towards 
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those  above  them  in  mind  and  cliaracter,  but  below  them  in 
fortune. 

Notwithstanding,  toOj  what  is  called  the  iuqnisitorial 
nature  of  the  tax,  no  amount  of  inquisitorial  power  which 
would  be  tolerated  by  a  people  the  mo&t  disposed  to  submit 
to  itj  could  enable  the  revenue  officers  to  assess  the  tax  from 
Actual  knowledge  of  the  circumstances  of  contributors, 
Kents,  salaries,  annuities,  and  all  fixed  incomes,  can  be  ex- 
actly ascertained.  But  the  variable  gains  of  profeesious,  and 
still  more  the  profits  of  business,  which  the  person  interested 
cannot  always  himself  exactly  ascertain,  can  still  less  be 
estimated  with  any  approach  to  fairness  by  a  tax  collector. 
The  main  reliance  must  be  placed,  and  always  has  been  ** 
placed,  on  the  returns  made  by  the  person  himself.  No 
production  of  accounts  is  of  much  avail,  except  against  the 
more  flagrant  cases  of  falsehood  ;  and  even  against  these  the 
chect  is  very  imperfect,  for  if  fraud  is  intended,  false  ac- 
counts can  generally  be  framed  which  it  will  baffle  any 
means  of  inquiry  possessed  by  the  revenue  officers  to  detect : 
the  easy  resource  of  omitting  entries  on  the  credit  side  being 
often  sufficient  without  the  aid  of  fictitious  debts  or  dis- 
bursements. The  tax,  therefore,  on  whatever  principles  of 
equality  it  may  be  imposed,  is  in  practice  unequal  in  one  of 
the  worst  ways,  falling  hcaviefit  on  the  most  conscientious.  *^ 
The  unscmpulous  succeed  in  evading  a  great  proportion  of 
what  they  should  pay ;  even  persons  of  integrity  in  their 
ordinary  transactions  are  tempted  to  palter  "wdth  their  con- 
sciences,  at  least  to  the  extent  of  deciding  in  their  own  fa- 
vour all  points  on  which  the  smallest  doubt  or  discussion 
could  arise  :  while  the  strictly  veracious  may  be  made  to 
pay  more  than  the  state  intended,  by  the  powei-s  of  arbitrary 
assessment  neeessanly  intrusted  to  the  Commissionei's  as 
the  last  defence  against  the  tax-payer's  power  of  conceal- 
ment. 

It  is  to  be  feared,  therefore,  that  the  fairness  which  be- 
longs to  the  principle  of  an  income-tax,  cannot  be  made  to 
attach  to  it  in  practice  :  and  that  this  tax,  while  apparently 
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the  most  just  of  all  modes  of  raising  a  revenue,  is  in  effect 
more  unjust  than  many  others  which  are  jprima  facie 
more  ohjectionahle.  Thig  consideration  would  lead  us  to 
concur  in  the  opinion  %vhich,  until  of  late,  has  usually  pre* 
vailed — that  direct  taxes  on  income  should  be  reserved  a& 
an  extraordinary  resource  for  great  national  emergencies,  in 
wldch  the  necessity  of  a  large  additional  revenue  overrules 
all  objections. 

The  diflSeulties  of  a  fair  income-tax  have  elicited  a  prop- 
osition for  a  direct  tax  of  so  much  per  cent.,  not  on  income 
but  on  expenditure  ;  the  aggregate  amount  of  each  person's 
expenditure  being  ascertained  as  the  amount  of  income  now 
is,  from  statements  furnished  by  the  contributors  themselves. 
The  author  of  this  suggestion,  Mr.  Eevans,  in  a  clever  pam- 
phlet on  the  subject,*  contends  that  the  returns  which  per- A 
sons  would  furnish  of  their  expenditure  would  be  more 
trustworthy  than  those  which  they  now  mahe  of  their  income, 
inasmucji  as  expenditure  is  in  its  own  nature  more  public 
than  income,  and  false  representations  of  it  more  easily  de- 
tected. He  cannot,  I  think,  have  sufficiently  considered^ 
how  few  of  the  items  in  the  annual  expenditure  of  mostB 
families  can  be  judged  of  with  any  approximation  to  correct- 
ness from  the  external  signs.  The  only  security  would  still 
be  the  veracity  of  individualSj  and  there  is  no  reason  for 
supposing  that  their  statements  would  be  more  tnistworthy 
on  the  subject  of  their  expenses  than  on  that  of  their  reve- 
nues;  especially  as,  the  expenditure  of  most  pei-sons  being 
composed  of  many  more  items  than  their  income^  there 
would  be  more  scope  for  concealment  and  suppression  in  ■ 
the  detail  of  expenses  than  even  of  receipts.  I 

The  taxes  on  expenditure  at  present  in  force,  either  in 
''  this  or  in  other  countries,  fall  only  on  particular  kinds  of 
expenditure,  and  differ  no  otherwise  from  taxes  on  com- 
modities than  in  being  paid  directly  by  the  person  who  eon* 
Bnmes  or  uses  the  article,  instead  of  being  advanced  by  thej 

*  "  A  Percentiige  Tax  on  Domestic  Expenditure  to  sappl j  the  whole  af  I 
Public  Rewnne.^     By  Jtilm  Revdi\a.     rublinhed  \iy  llnuhar*],  in  1847, 
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producer  or  seller,  and  reimbursed  in  the  price.  The  taxes 
on  horses  aud  carriages,  on  dogs^  on  servants,  are  of  this 
nature.  They  evidently  fall  on  the  persons  from  whom  they 
are  levied — tliose  who  use  the  commodity  taxed.  A  tax  of 
a  similar  descriptionj  and  more  importantj  ia  a  house-tax: 
which  must  be  considered  at  somewhat  greater  length. 

§  6.  The  rent  of  a  house  consists  of  two  parts,  the 
ground-rent,  and  what  Adam  Smith  calls  the  building-rent. 
The  first  is  detennined  by  the  ordinary  principles  of  rent. 
*  It  is  the  remuneration  given  for  the  use  of  the  portion  of 
land  occupied  by  the  house  and  its  appurtenances ;  and 
varies  from  a  mere  equivalent  for  the  rent  which  the 
ground  would  afford  in  agriculture,  to  the  monopoly  rents 
paid  for  advantageous  situations  in  populous  thoroughfares. 
The  rent  of  the  house  itself,  as  distinguished  from  the  ground, 
is  the  erjuivalent  given  for  the  labour  and  capital  expended 
on  the  building.  The  fact  of  its  being  received  in  quarter- 
ly or  half-yearly  payments,  makes  no  difference  in  the  princi- 
ples by  which  it  is  regulated.  It  comprises  the  ordinary  pro- 
fit on  the  builder's  capitalj  and  an  annuity,  sufficient  at  the 
cnrreut  rate  of  interest,  after  paying  for  all  repairs  charge- 
able on  the  proprietor,  to  replace  the  original  capital  by  the 
time  the  house  is  worn  out,  or  by  the  expiration  of  the  usual 
term  of  a  building  lease. 

A  tax  of  so  much  per  cent,  on  the  gross  rent,  falls  on  both 
those  portions  alike.  The  more  highly  a  house  is  rented,  the 
more  it  pays  to  the  tax,  whether  the  quality  of  the  situation 
or  that  of  the  house  itself  is  the  cause.  The  incidence,  how- 
ever, of  these  two  portions  of  the  tax  must  be  considered 
separately. 

As  much  of  it  as  is  a  tax  on  building-rent,  must  ultimate- 
ly fall  on  the  consumer,  in  other  words  the  occupier.  For  as 
the  profits  of  buildmg  are  already  not  above  the  ordinary 
rate,  they  would,  if  the  tax  fell  on  the  owner  and  not  on  the 
oceiipler,  become  lower  than  the  profits  of  untaxed  employ- 
ments, and  houses  would  not  be  built.    It  is  probable  how- 
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ever  that  for  some  time  after  the  tax  was  first  imposed,  a 
great  part  of  it  would  fall,  not  on  the  renter,  but  on  the 
owner  of  the  house.     A  large  proportion  of  the  consumers 
either  could  not  aflord,  or  would  not  choose,  to  pay  their 
former  rent  with  the   tax  in  addition,  but  would  content 
themselves  witli  a  lower  scale  of  accommodation.     Houses 
therefore  would  be  tor  a  time  in  excess  of  the  demand.     The 
consequence  of  such  excels,  in  the  case  of  most  other  articles, 
would  be  an  almost  immediate  diminution  of  the  supply ; 
but  so  durable  a  commodity  as  houses  does  not  rapidly  dimin- 
ish in  amount.     New  buildings  m<leed,  of  the  class  for  which 
the  demand  had  decreased,  would  cease  to  be  erected,  except 
for   special   reasons ;  but  in  the  meantime  the  temporary 
superfluity  would  lower  rents,  and  the  consuiners  would 
obtain,  perhaps,  nearly  the  same  accommodation  as  formerly, 
for  the  same  aggregate  payment,  rent  and  tax  together.     By  M 
degrees,  however,  as  the  existing  houses  wore  out,  or  as  " 
increase  of  population   demanded  a  greater  supply,  rents 
would    again    rise ;  until   it   became   profitable  to  reconi-  M 
mence  building,  which  would  not  be  until  the  tax  was  ■ 
wholly  transferred  to  the  occupier.     In  the  end,  therefore, 
the  occupier  bears  that  portion  of  a  tax  on  rent,  which  falls 
on  the  payment  made  for  the  house  itself,  exclusively  of  the  . 
gi'ound  it  stands  on.  | 

The  case  is  partly  difiFerent  with  the  portion  which  is  a 
tax  on  ground-rent.  As  taxes  on  rent,  properly  so  called, 
faU  on  the  landlord,  a  tax  on  ground-rent,  one  would  sup- 
pose, must  fall  on  the  ground-landlord,  at  least  after  the 
expiration  of  the  building  lease.  It  will  not  however  fall 
%vholly  on  the  landlord,  unless  with  the  tax  on  ground-rent 
there  is  combined  an  equivalent  tax  on  agricultural  rent. 
The  lowest  rent  of  land  let  for  building  is  very  little  above 
the  rent  which  the  same  ground  would  ^neld  in  agriculture ; 
since  it  is  reasonable  to  suppose  that  land,  unless  in  case  of^ 
exceptional  circumstances,  is  let  or  sold  for  building  as  sooc 
as  it  is  decidedly  worth  more  for  that  ptirpose  than  for  culti- 
vation.   If,  therefore,  a  tax  were  laid  on  groimd-rents  without 
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being  also  laid  on  agricultural  rents,  it  wouldj  unless  of 
trifling  amoimtj  reduce  tlie  return  from  the  lowest  ground- 
rente  below  the  ordinary  return  from  landj  and  would  check 
further  building  quite  as  effectually  as  if  it  were'  a  tax  on 
building-rents,  until  either  the  increased  demand  of  a  grow- 
ing population,  or  a  diminution  of  supply  by  tbe  ordinary 
causes  of  destructionj  had  raised  the  rent  by  a  full  equivalent 
for  the  tax.  But  whatever  raises  the  lowest  groimd-rents, 
raises  all  others,  since  each  exceeds  the  lowest  by  the  market 
value  of  its  peculiar  advantages.  If,  therefore,  the  tax  on 
ground-rents  were  a  fixed  sum  per  square  foot,  tlie  more 
valuable  situations  paying  no  more  than  those  least  in  request, 
this  fixed  payment  would  ultimately  fall  on  the  occupier. 
Suppose  the  lowest  ground-reut  to  be  10/.  per  acre,  and  the 
highest  1000^,,  a  tax  of  IL  per  acre  on  ground-rents  would 
ultimately  raise  the  former  to  IIZ.,  and  the  latter  conse- 
quently to  100 U.,  since  the  diff'erence  of  value  between  the 
two  situations  would  be  exactly  what  it  was  before :  the 
annual  pound,  therefore,  would  be  paid  by  the  occupier. 
But  a  tax  on  ground-rent  is  supposed  to  be  a  portion  of  a 
house-tax  which  is  not  a  fixed  payment,  but  a  percentage  on 
the  rent.  The  cheapest  site,  therefore,  being  supposed  as 
before  to  pay  1/.,  the  dearest  would  pay  lOOL,  of  which  only 
the  1^,  could  be  thrown  upon  the  occupier,  since  the  rent 
would  still  be  only  raised  to  1001/.  Consequently,  99/.  of 
the  100/,  levied  from  the  expensive  site,  would  fall  on  the 
ground-landlord.  A  house-tax  thus  requires  to  be  coneidered. 
in  a  double  aspect,  as  a  tax  on  all  occupiers  of  houses,  and' 
a  tax  on  ground-rents. 

In  the  vast  majority  of  houses,  the  ground-rent  forms 
but  a  small  proportion  of  the  annual  payment  made  for  the 
house,  and  nearly  all  the  tax  ftiUs  on  the  occupier.  It  is  only 
in  exceptional  cases,  like  tliat  of  the  favourite  situations  in 
large  towns,  that  the  predominant  clement  in  the  rent  of  tlie 
house  is  the  ground-rent ;  and  among  the  very  few  kinds  of 
income  which  are  fit  subjects  for  peculiar  taxation,  these 
ground-rents  hold  the  principal  place,  being  the  most  gigf 
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tic  example  extant  of  enormous  accessions  of  riches  acquired 
rapidly,  and  in  many  cases  unexpectedly,  by  a  few  families,  m 
from  the  mere  accident  of  tlieir  possessing  certain  tracts  of 
land,  without  their  having  themselves  aided  in  the  acquisi- 
tion hy  the  smallest  exertion,  outlay,  or  risk.  So  far  there- 
fore as  a  house-tax  falls  on  the  groimd-landlord,  it  is  liable 
to  no  valid  objection. 

In  so  far  as  it  falls  on  the  occupier,  if  justly  proportioned 
to  the  value  of  the  house,  it  is  one  of  the  fairest  and  most 
unobjectionable  of  all  taxes.  No  part  of  a  pei*son's  expend- 
iture is  a  better  criterion  of  his  means,  or  bears,  on  the 
whole,  more  nearly  the  same  proportion  to  them.  A  house- 
tax  is  a  nearer  approach  to  a  fair  income-tax,  than  a  direct 
assessment  on  income  can  easily  be ;  having  the  great 
advantage,  that  it  makes  spontaneously  all  tlie  allowances 
which  it  is  so  difficult  to  make,  and  so  impracticable  to  make 
exactly,  in  assessing  an  income-tax :  for  if  what  a  person 
pays  in  house-rent  is  a  test  of  anything,  it  is  a  test  not  of 
what  he  possesses,  but  of  what  he  thinks  he  can  afford  to 
spend.  The  equality  of  this  tax  can  only  be  seriously  ques- 
tioned on  two  grounds.  The  first  is,  that  a  miser  may  escape 
it.  This  objection  applies  to  all  taxes  on  expenditure :  noth- 
ing but  a  direct  tax  on  income  can  reach  a  miser.  But  as 
misers  do  not  now  hoard  their  treasure,  but  invest  it  in 
productive  employments,  it  not  only  adds  to  the  national 
wealth,  and  consequently  to  the  general  means  of  paying 
taxes,  but  the  payment  claimable  from  itself  is  only  trans- 
feiTed  from  the  principal  sum  to  the  income  afterwards 
derived  from  it,  which  pays  taxes  as  soon  as  it  comes  to  be 
expended.  The  second  objection  is  that  a  person  may  re 
quire  a  larger  and  more  expensive  house,  not  from  having 
greater  means,  but  from  having  a  larger  family.  Of  this, 
however,  he  is  not  entitled  to  complain  ;  since  having  a 
lai^e  family  is  at  a  person's  own  choice  :  and,  so  far  as  con- 
ceniB  the  public  interest,  is  a  thing  rather  to  be  discouraged 
than  promoted,* 

■  Another  common  objection  is  that  large  and  expensive  accotmnodatioa  is 
l/^en  re/juJred,  not  as  a  residence,  but  for  busineaa.     But  it  is  an  admitted  pHn- 
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A  large  portion  of  the  taxation  of  this  country  is  rais- 
ed by  a  house-tax.  The  parocEial  tiixation  of  tlie  towns 
entirely,  and  of  the  rural  districts  partially,  consists  of  an 
a,tssessiiient,  on  hoxise-rent.  Tlie  window- tax,  which  was 
also  a  house- tax,  hut  of  a  bad  kind,  operating  as  a  tax  on 
light,  and  a  cause  of  defonBity  in  buildhig,  was  exchanged 
in  1851  for  a  house-tax  properly  so-called,  but  on  a  much 
lower  scale  than  that  which  existed  previously  to  1834.  It 
is  to  be  lamented  that  the  new  tax  retains  the  unjust  princi- 
ple on  which  the  old  house-tax  was  assessed,  and  which  con- 
tributed quite  as  much  as  the  selfishness  of  the  middle  classes 
to  produce  the  outcry  against  the  tax.  The  public  were 
justly  scandalized  on  learning  that  residences  hke  Chatsworth 
or  Bel  voir  were  only  rated  on  an  imaginary  rent  of  perhaps 
^200L  a  year,  under  the  pretext  that  owing  to  the  great  ex- 
pense  of  keeping  them  up,  they  could  not  be  let  for  more. 
Probably,  indeed,  they  could  not  be  let  even  for  that,  and  if 
the  argument  were  a  fair  one,  they  ought  not  to  have  been 
taxed  at  alb  But  a  liouse-tax  is  not  intended  as  a  tax  on 
incomes  derived  from  houses,  but  on  expenditure  incuiTcd 
for  them.     The  thing  which  it  is  wished  to  ascertain  is  what 

ciple  that  bundinga  or  portions  of  buildings  occupied  exclusively  for  business, 
such  aa  ehopa,  warehouses,  op  manufactories,  ought  to  be  eiempted  from  houae- 
taic.  The  plea  that  persons  in  business  may  be  compelled  to  live  in  situations, 
such  as  the  great  thoroughfares  of  London,  where  house-rent  is  at  a  monopoly 
rate,  eeema  to  me  unworthy  of  reg^ard :  since  no  one  does  so  but  because  the 
«itra  profit  which  he  expects  to  derive  from  the  situation,  is  more  than  an  equiv- 
alent  to  him  for  the  extra  cost.  But  in  any  case,  the  bulk  of  the  tax  on  CMs 
extra  rent  wiU  not  fall  on  him,  but  on  the  g^round-londlord. 

It  has  been  also  objected  that  house -rent  in  the  rural  districts  is  much  lower 
than  in  towns,  and  lower  in  some  towns  and  in  some  rural  districts  than  In 
others:  so  that  a  tax  proportioned  to  it  would  ha^e  a  corresponding  inequality 
of  pressure.  To  this,  however^  it  may  be  answered^  that  in  places  where  house- 
rent  is  low,  persons  of  the  same  amount  of  income  usually  live  in  larger  and 
better  houses,  and  thus  expend  in  house-rent  more  nearly  the  same  proportion 
of  their  incomes  than  might  at  first  sight  appear.  Or  if  not^  the  probability  will 
be,  that  many  of  them  live  in  those  places  precisely  because  they  are  too  poor  to 
live  elsewhere,  and  have  therefore  the  strongest  claim  to  be  taxed  lightly.  In 
some  cases,  it  is  precisely  because  the  people  are  poor,  that  house-rent  remains 
low, 
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a  house  costs  to  the  person  who  lives  in  it,  not  what  it 
would  bring  in  if  let  to  some  one  else.  When  the  occupier 
is  not  the  owner,  and  does  not  hold  on  a  repairing  lease, 
the  rent  he  pays  is  the  measure  of  what  the  house  costs  him : 
but  when  he  is  the  owner,  some  other  measure  must  be 
sought,  A  valuation  should  be  made  of  the  house,  not  at 
what  it  would  sell  for,  but  at  what  would  be  the  cost  of 
rebuilding  it,  and  this  valuation  might  be  periodically  cor- 
rected by  an  allowance  for  what  it  had  lost  in  value  by 
time,  or  gained  by  repairs  and  improvements.  The  amount 
of  the  amended  valuation  would  form  a  principal  sum,  the 
interest  of  which,  at  the  current  price  of  the  public  funds, 
would  form  the  annual  value  at  which  the  building  should 
be  ass^sed  to  the  tax* 

As  incomes  below  a  certain  amount  ought  to  be  exempt 
from  income-tax,  so  ought  houses  below  a  certain  value, 
from  house-tax,  on  the  universal  principle  of  sparing 
from  all  taxation  the  absolute  necessaries  of  healthful  exist- 
ence. In  order  that  the  occupiers  of  lodgings,  as  well  as 
of  liouses,  might  benefit,  as  in  justice  they  ought,  by  this 
exemption,  it  might  be  optional  with  the  owners  to  have 
every  portion  of  a  house  which  is  occupied  by  a  separate 
tenant,  valued  and  assessed  separately,  as  is  now  usually  the 
case  with  chambers. 
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CHAPTER  IV. 


OF  f  AXES  ON  COMMODITIES, 


§  1.  By  taxes  on  cominoditiea  are  commoTily  meant, 
those  which  are  levied  either  on  the  producerSj  or  on  the  < 
carriers  or  deal  era  who  intervene  between  them  and  the  final 
purchasers  for  eonBumption.  Taxes  imposed  directly  on  the 
consumers  of  particidar  commodities,  such  as  a  house-tax,  or 
the  tax  in  this  country  on  horses  and  carriages,  miglit  be 
called  taxes  on  commodities,  but  are  not ;  the  phrase  being, 
by  cnstom,  confined  to  in'direct  taxes — those  which  are  ad- 
vanced by  one  person,  to  be,  as  is  expected  and  intended, 
reimbursed  by  another.  Taxes  on  commodities  are  either 
on  production  within  the  country,  or  on  importation  into  it, 
or  on  conveyance  or  sale  within  it ;  and  are  clawed  respect- 
ively as  excise,  custonis,  or  tolls  and  transit  duties.  To 
whichever  class  they  belong,  and  at  whatever  stage  in  the 
progress  of  the  community  they  may  be  imposed,  they  are 
equivalent  to  an  increase  of  the  cost  of  production ;  using  that 
term  in  its  most  enlarged  sense,  which  includes  the  cost  of 
transport  and  distribution,  or,  in  common  phrase,  of  bringing 
the  commodity  to  market. 

When  the  cost  of  production  is  increased  artificially  by  a 
tax,  the  efiect  is  the  same  as  when  it  is  increased  by  natural 
causes.  If  only  one  or  a  few  commodities  are  affected,  their 
value  and  price  rise,  so  as  to  compensate  the  producer  or 
dealer  for  the  peculiar  burden ;  but  if  there  were  a  tax  on 
all  commodities,  exactly  proportioned  to  their  value,  no  such 
compensation  would  be  obtained  :  there  would  neither  be  a 
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general  rise  of  values^  which  is  an  absurdity,  nor  of  prices, 
which  depend  on  causes  entirely  diiSerent.  There  would, 
however,  as  Mr.  M^CiillocIi  has  pointed  out,  be  a  disturbance 
of  values,  some  falling,  others  rising,  owing  to  a  circum- 
Btance,  the  effect  of  which  on  values  and  prices  we  formerly 
discussed  ;  the  different  durability  of  the  capital  employed  in 
different  occupations.  The  gross  produce  of  industry  consists 
of  two  parts  ;  one  portion  serving  to  replace  the  capital  con- 
sumed, while  the  other  portion  is  profit.  Now  equal  capital ; 
in  two  branches  of  production  must  have  equal  expectations 
of  profit ;  but  if  a  greater  portion  of  the  one  than  of  the  other 
is  fixed  capitalj  or  if  that  lixed  capital  is  more  durable,  there 
will  be  a  less  consumption  of  capital  in  the  year,  and  less 
will  be  required  to  replace  it,  so  that  the  profit,  if  abso- 
lutely the  same,  will  form  a  greater  proportion  of  the  amiual 
returns.  To  derive  from  a  capital  of  1000/.  a  profit  of  lOOZ., 
the  one  producer  may  have  to  sell  produce  to  tlie  value  of 
1100?,,  the  other  only  to  the  value  of  500^.  If  on  these  two 
branches  of  industry  a  tax  be  imposed  of  five  per  cent,  ad 
vaiore?n.f  the  last  will  be  charged  only  with  25/.,  the  fij^t  with 
55?. ;  leaving  to  the  one  75/.  profit,  to  the  other  only  45/. 
To  equalize,  therefore,  their  expectation  of  profit,  the  one 
commodity  must  rise  in  price,  or  the  otlier  must  fall,  or  both : 
commodities  made  chiefly  by  immediate  labour  must  rise  in 
value,  as  compared  with  those  which  are  chiefly  made  by  | 
machinery.  It  is  unnecessary  to  prosecute  this  branch  of ' 
the  inquiiy  any  further. 


§  2.  A  tax  on  any  one  commodity,  whether  laid  on  its 
production,  its  importation,  its  carriage  from  place  to  place,  ^ 
or  its  sale,  and  whether  the  tax  be  a  fixed  sum  of  money  for  ■ 
a  given  quantity  of  the  commodity,  or  an  ad  valorem  duty, 
will,  as  a  general  rule,  raise  the  value  and  price  of  the  com- 
modity by  at  least  the  amount  of  the  tax.  There  are  few 
cases  in  which  it  does  not  raise  them  by  more  than  that 
amount.  In  the  first  place,  there  are  few  taxes  on  produc- 
tion on  account  of  whicli  it  is  not  found  or  deemed  neces-  J 
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sary  to  impose  reBtrietive  regiilatioTis  on  the  maniifactorers  or 
dealers,  in  order  to  clieek  evasions  of  tlie  tax.  These  regu- 
lations are  always  sources  of  trouble  and  annoy  an  ee,  and 
generally  of  expeiisCj  for  all  of  whiclij  being  peculiar  disad- 
vantagcs^  the  produeers  or  dealers  must  have  compensation 
in  the  piice  of  their  commodity.  These  restrictions  also  fre- 
quently interfere  with  the  proee&ses  of  manufacture,  requir- 
ing the  producer  to  carry  on  his  ox^eratious  in  the  way  most 
convenient  to  the  revenuej  though  not  the  cheapest  or  most 
efficient  for  purposes  of  production.  Any  regulations  what- 
ever, enforced  by  laWj  make  it  difficult  for  the  producer  to 
adopt  new  and  improved  processes.  Further,  the  necessity 
of  advancing  the  tax  obliges  producers  and  dealers  to  carry 
on  their  business  with  larger  capitals  than  vi'ould  otherwise 
be  necessary,  on  the  whole  of  which  they  must  receive  the 
ordinary  rate  of  profit,  though  a  part  only  is  employed  in 
defraying  the  real  expenses  of  production  or  importation. 
The  price  of  the  article  must  be  such  as  to  afibrd  a  profit  on 
more  than  its  natural  value,  instead  of  a  profit  on  only  its 
natural  vahie,  A  part  of  the  capital  of  the  country,  in  short, 
is  not  employed  in  production,  but  in  advances  to  the  state, 
repaid  in  the  price  of  goods  ;  and  the  consumers  must  give 
an  indemnity  to  the  sellers,  equal  to  the  profit  which  they 
could  have  made  on  the  same  capital  if  really  employed  in 
production.  Neither  ought  it  to  be  forgotten,  that  whatever 
renders  a  larger  capital  necessary  in  any  trade  or  business, 
limits  the  competition  in  that  business  ;  and  by  giving  some- 
tliing  like  a  monopoly  to  a  few  dealers,  may  enable  them 
eithei'  to  keep  up  the  price  beyond  what  would  afibrd  the 
ordinary  rate  of  profit,  or  to  obtain  the  ordinary  rate  of 
profit  with  a  less  degree  of  exertion  for  improving  and 
cheapening  their  commodity.  In  these  several  modes, 
taxes  on  commodities  often  cost  to  the  consumer,  through 
the  increased  price  of  the  article,  much  more  than  they 
bring  into  the  treasury  of  the  state.  There  is  still  another 
consideration.  The  higher  price  necessitated  by  the  tax, 
almost  always  checks  the  demand  for  the  commodity  ;  and 
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Bince  there  are  many  improvements  in  production  which, 
to  make  them  practicable,  require  a  certain  extent  of 
demand,  such  improvements  are  obstnicted,  and  many  of 
them  prevented  altogether.  It  h  a  well-known  fact,  that 
the  branches  of  production  in  which  fewest  improvements 
are  made,  are  those  with  which  the  revenue  officer  inter- 
feres ;  and  that  nothing,  in  general,  gives  a  greater  impulse 
to  improvements  in  the  production  of  a  commodity,  than 
taking  off  a  tax  which  narrowed  the  market  for  it. 


1 


§  3.  Such  are  the  effects  of  taxes  on  commodities,  con- 
sidered generally  ;  but  as  tliere  are  some  commodities  (those 
composing  the  necessaries  of  the  labourer)  of  which  the 
values  have  an  influence  on  the  distribution  of  wealth  among 
different  classes  of  the  eommnnity,  it  is  mquisite  to  trace 
the  effects  of  taxes  on  those  particular  articles  somewhat 
farther*  If  a  tax  be  laid,  say  on  com,  and  the  price  rises  in 
proportion  to  the  tax,  the  rise  of  price  may  operate  in  two  ■ 
ways.  First :  it  may  lower  the  condition  of  the  labouring 
classes ;  temporarily  indeed  it  can  scarcely  fail  to  do  so. 
If  it  diminishes  their  conBumption  of  the  produce  of  the 
earth,  or  makes  them  resort  to  a  food  wliich  the  soil  pro- 
duces more  abundantly,  and  therefore  more  cheaply,  it  to 
that  extent  contributes  to  throw  back  agriculture  upon  more 
fertile  lands  or  less  costly  processes,  and  to  lower  the  value 
and  price  of  com  ;  wliich  therefore  ultimately  settles  at  a 
price,  increased  not  by  the  whole  amount  of  the  tax,  but  by 
only  a  part  of  its  amount.  Secondly,  however,  it  may  hap- 
pen that  the  deamess  c»f  the  taxed  food  does  not  lower  the 
habitual  standard  of  the  Icaboorer's  requii^ements,  but  that 
wages,  on  the  contrary,  through  an  action  on  population, 
rise,  in  a  shoiter  or  longer  period,  so  as  to  compensate  the 
labourers  for  their  portion  of  the  tax ;  the  compensation 
being  of  course  at  the  expense  of  profits.  Taxes  on  necessa- 
ries must  thus  have  one  of  two  effects.  Either  they  lower 
the  condition  of  the  labouring  classes ;  or  they  exact  from 
the  owners  of  capital,  in  addition  to  the  amount  due  to  the 
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state  on  their  own  necessaries,  the  amount  due  on  tliosa 
consumed  by  the  labonrers.  In  the  last  case,  the  tax  on 
necessaries,  like  a  tax  on  wages,  is  equivalent  to  a  peculiar 
tax  on  profits ;  which  is,  Uke  all  other  partial  taxation, 
unjust,  and  is  speciallj  prejudicial  to  the  increase  of  the 
national  wealthp 

It  remains  to  speak  of  the  effect  on  rent.  Assuming 
(what  is  usually  tiie  factj)  that  the  consumption  of  food  js 
not  diminished,  the  same  cultivation  as  before  will  be  neces- 
sary to  supply  the  wants  of  the  eomninnity  ;  the  margin  of 
cultivation,  to  use  Dr.  Chalmers'  expression,  remains  where 
it  was ;  and  the  same  land  or  capital  which,  as  the  least 
productive,  already  regulated  the  value  and  price  of  the 
whole  produce,  will  continue  to  regulate  them.  The  eflFect 
which  a  tax  on  agricultural  produce  will  have  on  rent, 
depends  on  its  aflecting  or  not  affecting  the  difference 
between  the  retnim  to  this  least  productive  land  or  capital, 
and  the  returns  to  other  lands  and  capitals.  Now  this 
depends  on  the  manner  in  which  the  tax  is  imposed.  If 
it  is  an  ad  valorem  tax,  or  what  is  the  same  thing,  a  fixed 
proportion  of  the  produce,  such  as  tithe  for  example,  it 
evidently  lowers  corn-rents.  For  it  takes  more  com  from 
the  better  lands  than  from  the  worse ;  and  exactly  in  the 
degree  in  which  they  are  better  ;  land  of  twice  the  produc- 
tiveness paying  twice  as  much  to  the  tithe.  Whatever  takes 
more  from  the  greater  of  two  quantities  than  from  the  less, 
diminishes  the  difference  between  them.  The  imposition  of 
a  tithe  on  corn  would  take  a  tithe  also  from  corn-rent :  for 
if  we  reduce  a  series  of  numbers  by  a  tenth  each,  the  differ- 
ences between  them  are  reduced  one-tenth. 

For  example,  let  there  be  five  qualities  of  land,  which 
severally  yield,  on  the  same  extent  of  ground  and  with  the 
same  expend! tiure,  100,  90,  80,  70,  and  60  bushels  of  wheat ; 
the  last  of  these  being  the  lowest  quality  which  the  demand 
for  food  renders  it  necessary  to  cultivate.  The  rent  of  these 
lands  will  be  as  follows ; — 
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Tlie  land  j 
producing  j 
Thai  produL'iug 


100  bushels 


will  yield 


a  rent  o 


^  I  100-60, 


or  40  bufibek..  I 


90—60,  or  80 
80—60,  or  20 
70-60,  or  10 
no  rent. 


Now  let  a  titlie  be  imposed,  which  takes  from  these  five 
pieces  of  land  10,  9,  8, 7,  and  6  bushels  respectively,  the  fifth 
quality  still  being  the  one  which  regulates  the  price,  but 
returning  to  the  farmer,  after  payment  of  tithe,  no  more 
than  54  bushels : — 


producing  ) 

J.W  mj 

i    VW    Wf 

(  a  rent  of  | 

}■  v\.t  —  y*,  ur  ou 

Tliftt      ) 
producing  \ 
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11 

81 

11 

81  ^64,  or  27 

1» 

80 
10 

51 
1» 

11 

12 
63 

i» 

72--^  Maoris 
63-54,  or   9 

and  that  producing  60  bushels,  reduced  to  54,  will  yield,  as 
before,  no  rent.  So  that  the  rent  of  the  first  quality  of  land 
has  lost  four  bushels ;  of  the  second,  three ;  of  the  third, 
two;  and  of  the  fourth,  one;  that  is,  each  has  lost  exactly 
one-tenth,  A  tax,  therefore,  of  a  fixed  proportion  of  the 
produce,  lowers,  in  the  same  proportion,  corn-rent. 

But  it  is  only  corn-rent  that  is  lowered j  and  not  rent  esti- 
mated in  money,  or  in  any  other  commodity.  For,  in  the 
same  proportion  as  corn-rent  is  reduced  in  quantity,  the  com 
composing  it  is  raised  in  value.  Under  the  tithe,  54  bush- 
els will  be  worth  in  the  market  what  60  were  before ;  and 
nine-tentlis  will  in  all  cases  sell  for  as  much  as  the  whole 
ten-tenths  previously  sold  for.  The  landlords  will  therefore 
be  compensated  in  value  and  price  for  what  they  lose  in 
quantity  ;  and  Avill  suffer  only  so  far  as  they  consume  their 
rent  in  kmd,  or,  after  receiving  it  in  money,  expend  it  in 
agricultural  produce  :  that  is,  they  only  sufi'er  as  consumers 
of  agricultural  produce,  and  in  common  with  all  the  other 
consumers.  Considered  as  landlords,  they  have  the  same 
income  as  before  ;  the  tithe,  therefore,  falls  on  the  consumer, 
and  not  on  the  landlord. 

The  same  effect  would  be  produced  on  rent,  if  the  te^ 


TAXES  0^^    COMMODITLES. 


441 


instead  of  being  a  fixetl  proportion  of  tlie  produce,  were  a 
fixed  sum  per  quarter  or  per  bushel.  A  tax  wliicli  takes  a 
shilling  tor  every  bushel,  takes  more  shillings  from  one  field 
than  from  another,  just  in  proportion  as  it  produces  more 
bushels ;  and  operates  exaetly  like  tithe,  except  that  tithe  is 
not  only  the  same  proportion  on  all  lands,  but  is  also  the  same 
proportion  at  all  times,  while  a  fixed  gum  of  money  per 
busUel  will  amount  to  a  greater  or  less  proportiouj  according 
as  corn  is  cheap  or  dear. 

There  are  other  modes  of  taxing  agriculturej  whieh  would 
affect  rent  differently.  A  tax  proportioued  to  the  rent 
would  fall  wholly  on  the  rent,  and  would  not  at  all  raise  the 
price  of  corn,  which  is  regulated  by  the  portion  of  the  prod- 
uce that  pays  no  rent.  A  fixed  tax  of  so  much  per  culti- 
vated acre,  without  distinction  of  value,  would  have  effects 
directly  the  reverse.  Taking  no  more  from  the  best  quali- 
ties of  land  than  from  the  worst,  it  w^ould  leave  the  differ- 
ences the  same  as  before,  and  consequently  the  same  corn- 
rents,  and  the  landlords  would  profit  to  tlie  full  extent  of 
the  rise  of  price.  To  put  the  thing  in  another  maTmer ; 
the  price  must  rise  sufficiently  to  enable  the  worst  land  to 
pay  the  tax :  thus  enabling  all  lands  which  produce  more 
than  the  T-vorst,  to  pay  not  only  the  tax,  but  also  an  in- 
creased rent  to  the  landlords.  These,  however,  are  not  so 
much  taxes  on  the  produce  of  land,  as  taxes  on  the  land 
itself  Taxes  on  the  produce,  properly  so  called,  whether 
flj:ed  or  ad  valorem^  do  not  affect  rent,  but  I'all  on  the  con- 
sumer :  profits,  however,  generally  bearing  either  the  wdiole 
or  the  greatest»part  of  the  portion  which  is  levied  on  the 
consumption  of  the  labouring  classes. 


§  4.  The  preceding  is,  I  apprehend,  a  correct  statement 
of  the  manner  in  which  taxes  on  agricultural  produce  oper- 
ate when  first  laid  on.  When,  however,  they  are  of  old 
standing,  their  effect  may  be  different,  as  was  first  pointed 
out,  1  believe,  by  Mr,  Senior.  It  is,  as  we  have  seen,  an 
almost  infallible  consequence  of  any  reduction  of  profits  to 
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retard  the  rate  of  accumulation.  Xow  tlie  effect  of  aoca 
mulatioa,  when  attended  by  its  usual  accompauiment,  an  in- 
crease of  population,  b  to  increase  the  vahie  and  price  of 
food,  to  raise  rent,  and  to  lower  profits :  that  is,  to  do  pre- 
ciselj  what  is  done  by  a  tax  on  agricultural  produce,  except  ■ 
that  this  does  not  raise  rent.  The  tax,  therefore,  merely 
anticipates  the  rise  of  price,  and  fall  of  profits,  which  would 
have  taken  place  ultimately  through  the  mere  progress  of 
accumulation  ;  while  it  at  the  same  time  prevents,  or  at  least 
retards,  that  progress.  If  the  rate  of  profit  was  such,  pre- 
vious to  the  imposition  of  a  tithe,  that  the  effect  of  the  tithe 
reduces  it  to  the  practical  minimum,  the  tithe  will  put  a  M 
stop  to  all  ftirther  accumulation,  or  cause  it  to  take  place  ■ 
out  of  tlie  couotiy  ;  and  the  only  effect  which  the  tithe  will 
then  ha%^e  had  on  the  consumer,  is  to  make  him  pay  earlier 
the  price  which  he  would  have  had  to  pay  somewhat  later — 
part  of  wliich,  indeed,  in  the  gradual  progress  of  wealth  and 
population,  he  would  have  almost  immediately  begun  to  ■ 
pay.  After  a  lapse  of  time  which  would  have  admitted  of 
a  rise  of  one-tenth  from  the  natural  progress  of  wealth,  the 
consumer  will  be  paying  no  more  than  he  would  have  paid 
if  the  tithe  had  never  existed  ;  he  will  have  ceased  to  pay 
any  portion  of  it,  and  the  pei-son  who  will  really  pay  it  is  _ 
the  landlord,  whom  it  deprives  of  the  increase  of  rent  which  m 
would  by  that  time  have  accrued  to  him.  At  every  suc- 
cessive point  in  this  interval  of  time,  less  of  the  burden 
will  rest  on  the  consumer,  and  more  of  it  on  the  landlord  : 
and  in  the  ultimate  result,  the  minimum  of  profits  will  be 
reached  with  a  smaller  capital  and  population,  and  a  lower 
rental,  than  if  the  course  of  things  had  not  been  disturbed 
by  the  imposition  of  the  tax.  If,  on  the  other  hand,  the  tithe 
or  other  tax  on  agricultural  produce  does  not  reduce  profits 
to  the  minimum,  but  to  something  above  the  minimum, 
accumulation  will  not  be  ata]>ped,  but  only  slackened  :  and 
if  population  also  increases,  the  two-fold  increase  will  con- 
tinue to  produce  its  effects — a  rise  of  the  price  of  com,  and 
an   increase  of  rent,     Tliese    consequences,  however,  will 


not  take  glace  with  the  same  rapiditj 
of  profit  had  continued.     At  the  enc 
country  will  have  a  smaller  populati 
but  for  the  tax,  it  would  by  that  time 
]ords  will  have  a  smaller  rent ;  and  the 
inci-ea&ed  lesa  rapidly  than  it  woidd  ot 
will  not  be  so  much  as  a  tentli  higher  tha 
been  no  tax,  it  would  by  that  time  have  ^  .,« 

of  the  tax,  therefore,  will  already  have  C€  ^w  to  fall  on  the 
consumer,  and  devolved  upon  the  landlord  ;  and  the  pro- 
portion will  become  greater  and  greater  by  lapse  of  time, 

Mr.  Senior  illustrateB  tliis  view  of  the  subject  by  likening 
the  eflects  of  tithes,  or  other  taxes  on  agricultural  produce, 
to  those  of  natural  sterility  of  soil.  If  the  land  of  a  country 
Avithout  access  to  foreign  supplies,  were  suddenly  smitten 
with  a  permanent  deterioration  of  quality,  to  an  extent 
^vhich  would  make  a  tentli  more  labour  necessary  to  raise 
the  existing  produce,  the  price  of  corn  would  undoubtedly 
rise  one-tenth.  But  it  cannot  hence  be  inferred  that  if  the 
soil  of  the  country  had  from  the  beginning  been  one-tenth 
worse  than  it  ig,  corn  would  at  present  have  been  one-tenth 
dearer  than  we  find  it.  It  is  far  more  probable,  that  the 
smaller  return  to  labour  and  capital,  ever  since  the  first 
settlement  of  the  country,  would  have  caused  in  each  suc- 
cessive generation  a  less  rapid  increase  than  has  taken  place : 
that  the  country  would  now  have  contained  less  capital,  and 
maintained  a  smaller  population,  so  that  notwithstanding  the 
inferiority  of  the  soil,  the  price  of  com  would  not  have  been 
higher,  nor  profits  lower,  than  at  present ;  rent  alone  would 
certainly  have  been  lower.  We  may  suppose  two  islands, 
which,  being  alike  in  extent,  in  natural  fertility,  and  indus- 
trial advancement,  have  up  to  a  certain  time  been  equal  in 
population  and  capital,  and  have  had  equal  rentals,  and  the 
Bame  price  of  com.  Let  us  imagine  a  tithe  imposed  in  one 
of  these  islands,  but  not  in  the  other.  There  will  be  imme- 
diately a  difference  in  the  price  of  corn,  and  tlierefore  prob- 
ably in  profits.     While  profits  are  not  tending  downwards 
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retard  tKcouDtry,  that  is,  while  improvements  in  the  pro 
mujjra  of  necessaries  fully  teep  pace  with  the  increase  of 

ulation,  this  difierence  of  prices  and  profits  between  the 
islands  may  continue.  But  if,  in  the  imtithed  island,  cap- 
ital ittcreaseSj  and  population  along  with  it,  more  than  enough 
to  counterbalance  any  improvements  which  take  place,  the 
price  of  corn  will  gradually  rise,  profits  will  fall,  and  rent  will 
increase ;  while  in  the  tithed  island  capital  and  population 
will  either  not  increase  (beyond  what  is  balanced  by  the 
improyements),  or  if  they  do,  will  increase  in  a  less  degree ; 
t,o  that  rent  and  the  price  of  com  will  either  not  rise  at  all, 
or  rise  more  slowly.  Rentj  therefore,  will  soon  be  higher  in 
the  untithed,  than  in  the  tithed  island,  and  profits  not  so 
much  higher  nor  corn  so  much  cheaper,  as  they  were  on  the 
first  imposition  of  the  tithe.  These  effects  will  be  progressive. 
At  the  end  of  every  ten  years  there  will  be  a  greater  differ- 
ence between  the  rentals  and  between  the  aggregate  wealth 
and  population  of  the  two  islands,  and  a  less  difference  in 
profits  anil  in  the  price  of  corn. 

At  wliat  point  will  these  last  differences  entirely  cease, 
and  the  temporary  effect  of  taxes  on  agricultural  prodnce,  in 
mising  the  price,  have  entirely  given  place  to  the  ultimate 
effect,  that  of  limiting  the  total  produce  of  the  country? 
Tliough  the  untitlied  island  is  always  verging  towards  the 
point  at  which  the  price  of  food  would  overtake  that  in  the 
tithed  island,  its  progress  towards  that  point  naturally 
slackens  as  it  draws  nearer  to  attaining  it ;  since — the  differ* 
ence  between  tlie  two  islands  in  the  rapidity  of  accumula- 
tion, depending  upon  the  difference  in  the  rates  of  profit — in 
proportion  as  these  approximate,  the  movement  which  draws 
them  closer  together,  abates  of  its  force.  Tlie  one  may  not 
actually  overtake  the  other,  until  both  islands  reach  the 
mininiuni  of  profits  :  uj)  to  that  point,  the  tithed  island  may 
continue  more  or  less  ahead  of  the  imtithed  island  in  the 
price  of  corn :  considerably  ahead  if  it  is  far  from  the  mini- 
mum,  and  is  therefore   accumulating  rapidly  ;  very  little 
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But  whatever  is  true  of  the  titlied  and  untithed  islands, 
in  our  hypothetical  case,  is  troe  of  ajij  country  having  a 
tithe,  compared  with  the  same  country  if  it  had  never 
had  a  tithe. 

In  England  the  great  emigration  of  capital,  and  the 
almost  periodical  oceuiTence  of  commercial  crises  through 
the  speculations  occasioned  by  the  habitually  low  rate  of 
profit,  are  indications  that  profit  has  attainai  the  practical, 
though  not  the  ultimate  minhnnm,  and  that  all  the  savings 
which  take  place  (beyond  what  improvements,  tending  to 
the  cheapening  of  necessaries,  mtike  ixtora  for)  are  either  sent 
abroad  for  investment,  or  periodically  swept  away.  There 
can  therefoi'e,  I  think,  be  Uttle  doubt  that  if  England  had 
never  had  a  tithe,  or  any  tax  on  agricultural  produce,  the 
price  of  corn  would  have  been  by  this  time  as  high,  and  the 
rate  of  profits  as  low,  as  at  present.  Independently  of  the 
more  rapid  accumulation  which  would  have  taken  place  if 
profits  had  not  been  prematurely  lowered  by  these  bnpoats ; 
the  mei^  saving  of  a  part  of  the  capital  which  has  been 
wasted  in  unsuccessful  speculations,  and  the  keeping  at  home 
a  part  of  tliat  wdiich  has  been  sent  abroad,  would  have 
been  quite  suflieient  to  produce  the  efi^cet.  I  think,  there- 
fore, with  Mr.  Senior,  that  the  tithe,  even  before  its  com- 
mutation, had  ceased  to  be  a  cause  of  high  prices  or  low 
profits,  and  had  become  a  mere  deduction  from  rent ;  its 
other  eff'ects  being,  that  it  caused  the  countiy  to  haye  no 
greater  capital,  no  larger  production,  and  no  more  numerous 
population  than  if  had  been  one-tenth  less  fertile  than  it  is  ; 
or  let  UB  rather  say  one-twentieth,  (considering  how  great  a 
portion  of  the  land  of  Great  Britain  was  tit]ie-free.) 

But  though  tithes  and  other  taxes  on  agricultural  prod- 
uce, when  of  long  standing,  either  do  not  raise  the  price  of 
food  and  lower  profits  at  all,  or  if  at  all,  not  in  proportion  to 
the  tax ;  yet  the  abrogation  of  such  taxes,  when  they  exist, 
does  not  the  less  diminish  price,  and,  in  general,  raise  thd 
rate  of  profit.  The  abolition  of  a  tithe  takes  one- tenth  from 
the  cost  of  production,  and  consequently  from  the  price,  of' 
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all  agricultural  jjrodnce ;  and  unless  it  permanently  raises 
the  labourers  requirements,  it  lowers  the  cost  of  labour,  and 
raises  profits.  Kent^  estimated  in  money  or  in  commodities, 
generally  remains  as  before ;  estimated  in  agricultural  prod- 
uce, it  is  raised.  The  country  adds  as  much  by  the  repeal 
of  a  tithe,  to  the  margin  which  intervenes  between  it  and  the 
stationary  state,  as  was  cut  ofl'from  that  margin  by  tlie  tithe 
when  first  imposed*  Accumulation  is  greatly  accelerated ; 
and  if  population  also  increases,  the  price  of  com  imme- 
diately begins  to  recover  itself,  and  rent  to  rise  ;  thus  grad- 
ually translerring  the  benefit  of  the  remission,  from  tlie 
consumer  to  the  landlord. 

The  effects  which  thus  result  from  abolishing  tithe,  result 
equally  from  what  has  been  done  by  the  arrangenients  under 
the  Commutation  Act  for  converting  it  into  a  rent  charge. 
When  the  tax,  instead  of  being  levied  on  the  whole  produce 
of  the  soil,  is  levied  only  from  the  portions  which  pay  rent, 
and  does  not  touch  any  fresh  extension  of  eultivatioUj  the 
tax  no  longer  forms  any  part  of  the  cost  of  production  of 
the  portion  of  the  produce  which  regulates  the  price  of  all 
the  rest.    The  land  or  capital  which  pays  no  rent,  can  now 
send  its  produce  to  market  one-tenth  cheaper.     The  com- 
mutation of  tithe  ought  therefore  to  have  produced  a  con- 
siderable fall  in  the  average  price  of  com.     If  it  had  not 
come  so  gradually  into  operation,  and  if  the  price  of  corn  had 
not  during  the  same  period  been  under  the  influence  of  sev- 
eral other  causes  of  change,  the  effect  would  probably  have 
heen  markedly  conspicuous.     As  it  is,  there  can  be  no  doubt 
that  this  circumstance  has  had  its  share  in  the  fall  wliieh  has 
taken  place  in  the  cost  of  production  and  in  the  price  of 
home-grown  produce ;  though  the  effects  of  the  great  agricul-  ! 
tural  improvements  which  have  been  simultaneously  advan- 
cing, and  of  the  free  admission  of  agricultural  produce  from 
foreign  countries,  have  masked   those  of  the  other  cause. 
Tliis  liiU  of  price  would  not  in  itself  have  any  tendency 
injurious  to  the  landlord,  since  corn-rents  are  increased  in  the 
*  same  ratio  in  wliich  the  price  of  corn  is  diminished.     But 
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neither  does  it  in  any  way  tend  to  increase  his  income.  Tlie 
rent-charge,  therefore^  which  is  substituted  for  tithc^  is  a 
dead  loss  to  him  at  the  expiration  of  existing  leases :  and  the 
commutation  of  tithe  was  not  a  mere  alteration  in  t!ie  mode 
in  whicli  the  landlord  bore  an  existing  burden,  but  the  im- 
position of  a  new  one ;  relief  heiDg  afforded  to  the  consumer 
at  the  expense  of  the  landlord j  who,  however,  begins  imme- 
diately to  receive  progressive  indemnification  at  the  con- 
Bumer's  expense,  by  the  impulse  given  to  accumulation  and 
population, 

§  5.  We  have  hitherto  inquired  into  the  effects  of  taxes 
on  commocHties,  on  the  assumption  that  they  are  levied  im- 
partially  on  every  mode  in  which  the  commodity  can  be 
produced  or  brought  to  market.  Another  class  of  considera- 
tions is  openedj  if  we  suppose  that  this  imi>artiaHty  is  not 
maintained,  and  that  the  tax  is  imposed,  not  on  the  com- 
modity, but  on  some  particular  mode  of  obtaining  it. 

Suppose  that  a  commodity  is  capable  of  being  made  by 
two  different  processes ;  as  a  manufactured  commodity  may 
be  produced  either  by  hand  or  by  steam*power ;  sugar  may 
be  made  either  from  the  sugar-cane  or  from  beet-root,  cattle 
fattened  either  on  hay  and  green  crops,  or  on  oil-cake  and 
the  reftise  of  breweries.  It  is  the  interest  of  the  community, 
that  of  the  two  methods,  producers  should  adopt  that  which 
produces  the  best  article  at  the  lowest  price.  This  being 
also  the  interest  of  the  producers,  unless  protected  against 
competition,  and  shielded  from  the  penalties  of  indolence  ; 
the  process  most  advantageous  to  the  community  is  that 
which,  if  not  interfered  with  by  government,  they  ulti- 
mately find  it  to  their  advantage  to  adopt.  Suppose  how- 
ever  that  a  tax  is  laid  on  one  of  the  processes,  and  no  tax  ar 
all,  or  one  of  smaller  amount,  on  the  other.  If  the  taxed 
process  is  the  one  which  the  producers  would  not  have 
adopted,  the  measure  is  simply  nugatory.  But  if  the  tax 
falls,  as  it  is  of  course  intended  to  do,  upon  tlie  one  which 
they  would  have  adopted,  it  creates  an  artificial  motive  for 
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preferring  tlie  untaxed  process,  though  the  inferior  of  the 
two.  Ifj  therefore,  it  has  any  effect  at  all,  it  causes  the  ■ 
commodity  to  be  produced  of  worse  quality,  or  at  a  greater 
expense  of  labour ;  it  causes  so  much  of  tlie  labour  of  the 
eommunity  to  be  wasted,  and  tlie  capital  employed  in  sup-  I 
porting  and  remunerating  that  labour  to  be  expended  as 
uselessly,  as  if  it  were  spent  in  hiring  men  to  dig  holes  and 
fill  them  up  again.  This  waste  of  labour  and  capital  consti- 
tutes an  addition  to  the  cost  of  production  of  the  commod- 
ity, which  raises  its  value  and  price  in  a  coiTesponding  ratio, 
and  thus  the  owners  of  the  capital  are  indemnified.  The 
loss  falls  on  the  consumers ;  though  the  capital  of  the  coun- 
try is  also  eventually  diminished,  by  the  diniinution  of  their 
means  of  saving,  and  in  some  degree,  of  their  inducements 
to  save. 

The  kind  of  tax,  tlierefore,  which  comes  under  the  general 
denomination  of  a  discriminating  duty,  transgresses  the  mle 
that  taxes  should  take  as  little  as  possible  from  the  tax-payer 
beyond  what  they  bring  into  the  treasury  of  the  state.     A 
discriminating  duty  makes  the  consumer  pay  two  distinct 
taxes,  only  one  of  which  is  paid  to  the  government,  and 
that  frequently  the  less  onerous  of  the  two.     If  a  tax  were 
laid  on  sugar  produced  from  the  cane,  leaving  the  sugar 
from  beet-root  untaxed,  then  in  so  far  as  cane  sugar  contin 
lied  to  be  used,  the  tax  on  it  would  be  paid  to  the  treasury, 
and  might  be  as  unobjectionable  as  most  other  taxes ;  but 
if  cane  sugar,  having  previously  been  cheaper  than  beet-root 
sugar,  wjas  now  dearer,  and  beet-root  sugar  was  to  any  con 
siderable  amount  substituted  for  it,  and  fields  laid  out  and 
manufactories  established  in  consequence,  the  government 
would  gain  no  revenue  from  the  beet-root  sugar,  while  the  ■ 
consumers  of  it  would  pay  a  real  tax.     They  would  pay  for 
beet-root  sugar  more  than  they  had  previously  paid  for  cane  _ 
Bugarj  and  the  difference  would  go  to  indemnify  producers  ■ 
for  a  portion  of  the  labour  of  the  country  actually  thrown 
away,  in  producing  by  the  labour  of  (say)  three  hundred 
men,  what  could  be  obtained  by  the  other  process  with  the 

>ur  of  two  hundred. 
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One  of  tlie  commonest  cases  of  discriniiBating  duties,  is 
that  of  a  tax  on  the  importation  of  a  commodity  capable  of 
being  produced  at  home,  nnaccompaoied  by  an  eqnivalent 
tax  on  the  home  production.  A  commodity  is  never  perma- 
Bently  imported,  uoless  it  can  be  obtained  from  abroad  at  a 
smaller  cost  of  labour  and  capital  on  the  whole,  than  is 
necessary  for  producing  it.  If,  therefore,  by  a  duty  on  the 
impoilatiou,  it  is  rendered  cheaper  to  produce  the  article 
than  to  import  it,  an  extra  quantity  of  labour  and  capital  is 
expended,  without  any  extra  result.  The  labour  is  useless, 
and  the  capital  is  sjient  in  paying  people  for  laboriously 
doing  nothing.  All  custom  duties  which  operate  as  an 
encouragement  to  the  home  production  of  the  taxed  article, 

tare  thns  an  eniiuently  wasteful  mode  of  raising  a  revenue. 
Tliis  character  belongs  in  a  peculiar  degree  to  custom 
43uties  on  tlie  produce  of  land,  unless  counter  vailed  by  excise 
duties  on  the  home  production.     Such  taxes  bring  less  into 
the  public  treasury,  compared  with  what  they  take  from  the 
I    consumers^  than  any  other  imposts  to  wliich  civilized  na- 
■    tions  are  ueually  subject.     If  the  wheat  produced  in  a  conn- 
try  is  twenty  milUons  of  qnaitei-s,   and   the  consumption 
twenty-one  millions,  a  million   being  annually  imported, 
and  if  on  this  million  a  duty  is  laid  which  raises  the  price 
ten  shillings  per  quarter,  the  price  which  is  raised  is  not 
I    that  of  the  million  only,  but  of  the  whole  twenty-one  mil- 
lions.   Taking  the  most  favourable,  but  extremely  improba- 
ble supposition,  that  the  importation  is  not  at  all  checked, 
nor  the  home  production  enlarged,  the  state  gains  a  revenue 
of  only  half  a  million,  while  the  consumers  are  taxed  ten 
-     millions  and  a  half:  the  ten  millions  being  a  contribution 
I     to  the  home  gi-owers,  who  are   forced  by  competition  to 
resign  it  all  to  the  landlords.     The  consumer  thus  pays  to 
the  owners  of  land  an  additional  tax,  equal  to  twenty  times 
that  which  he  pays  to  the  state.     Let  us  now  suppose  that 
the  tax  really  checks  importation.     Suppose  importation 
stopped  altogether  in  ordinary  years ;  it  being  found  that 
the  niilliou  of  quarters  can  be  obtained,  by  a  more  elaborate 
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cuItivatioB,  or  by  breaking  up  inferior  land,  at  a  lees  ad- 
Taiiee  than  ten  shillings  iipon  tlie  prenous  price — say,  for 
instancej  iive  shillings  a  quarter.  The  revenue  now  obtains 
nothing,  except  from  the  extraordinary  imports  wliich  may 
happen  to  take  place  in  a  season  of  Bcarcity.  But  the  con- 
sumers pay  every  year  a  tax  of  five  shillings  on  the  whole 
twenty-one  millions  of  quarters,  amounting  to  5^  millions 
sterling.  Of  this  the  odd  250,000^.  goes  to  compensate  the 
groweiii  of  the  last  milliou  of  quarters  for  the  labom*  and 
capital  wasted  under  the  compulsion  of  the  law.  The 
remaining  fiv^e  millions  go  to  enrich  the  landlords  as  be-  ■ 
fore. 

Such  is  the  operation  of  what  are  technically  termed 
Corn  Laws,  when  first  laid  on ;  and  such  continues  to  be  ■ 
their  operation^  so  long  as  they  have  any  effect  at  all  in 
raising  the  price  of  corn.  But  I  am  by  no  means  of  opin- 
ion that  in  the  long  run  they  keep  up  eitlier  prices  or  rents 
in  the  degree  which  these  considerations  might  lead  us  to 
suppose.  What  we  have  said  respecting  the  effect  of  tithes 
and  other  taxes  on  agricultural  produce,  applies  in  a  great 
degree  to  com  laws ;  they  anticipate  artificially  a  rise  of 
price  and  of  rent,  which  would  at  all  events  have  taken 
place  through  the  increase  of  population  and  of  production. 
The  difference  between  a  country  without  com  laws,  and  a 
countiy  which  has  long  had  corn  laws,  is  not  so  much  that 
the  last  has  a  higher  price  or  a  larger  rental,  but  that  it  has 
the  same  price  and  the  same  rental  with  a  smaller  aggregate  ■ 
capital  and  a  smaller  population.  The  imposition  of  com 
laws  raises  rents,  but  retards  that  progress  of  accumulation 
which  would  in  no  long  period  have  raised  them  fully  aa  ■ 
much.  The  repeal  of  corn  laws  tends  to  lower  rents,  but  it 
unchains  a  force  which,  in  a  progressive  state  of  capital  and 
population,  restores  and  even  increases  the  former  amount. 
There  is  every  reason  to  expect  that  under  the  virtually 
free  importation  of  agricultural  produce,  at  last  extorted 
from  the  ruling  powers  of  this  country,  the  price  of  food, 
if  population  goes  on  increasing,  w^ill  gradually  but  steaddy 
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rise ;  thougli  thiy  effect  may  far  a  time  be  postponed  by  the 
strong  euiTent  which  in  this  country  has  set  in  (and  the  im- 
pulse is  extending  itself  to  other  countries)  towards  tlie 
improvement  of  agricultural  ecienee,  aod  its  increased 
application  to  practice. 

What  we  haye  said  of  duties  on  importation  generally, 
is  equally  applicable  to  discriminating  duties  whieli  favour 
importation  from  one  place  or  in  one  particular  manner,  in 

I  contradistinction  to  othere ;  such  as  the  preference  given  to 
the  produce  of  a  colony,  or  of  a  country  with  wdiich  there 
is  a  commercial  treaty ;  or  the  higher  duties  fonnerly  ira- 

I  posed  by  our  navigation  laws  on  goods  imported  in  other 
than  British  shipping.  "Whatever  else  may  be  alleged  in 
favour  of  such  distinctions,  whenever  they  are  not  nugatory, 
they  are  economically  wafitefiil.  They  induce  a  resort  to  a 
more  costly  mode  of  obtaining  a  commodity,  in  lien  of  one 
less  costly,  and  thus  cause  a  portion  of  the  labour  which  the 
country  employs  in  providing  itself  with  foreign  commodi- 
ties, to  be  sacrificed  without  return. 


§  6-  There  is  one  more  pointj  relating  to  the  operation 
of  taxes  on  commodities  conveyed  from  one  country  to 
another,  which  requires  notice ;  the  influence  which  they 
exert  on  international  exchanges.     Every  tax  on  a  commod- 

■  ity  tends  to  raise  its  price,  and  consequently  to  lessen  the 
demand  for  it  in  the  market  in  which  it  is  sold.  All  taxes 
on  international  trade  tend,  therefore,  to  produce  a  disturb- 

I  ance  and  a  re-adjustment  of  what  we  have  termed  the 
Equation  of  Internatioual  Demand.  Hiis  consideration 
leads  to  some  rather  curious  consequences,  which  have  been 
pointed  out  in  the  separate  essay  on  International  Com- 
merce ah'eady  several  times  referred  to  in  this  treatise. 

Taxes  on  foreign  trade  are  of  two  kinds — taxes  on  im- 
ports, and  on  exports.  On  the  first  aspect  of  tlie  matter  it 
would  seem  that  both  these  taxes  are  paid  by  the  consumers 
of  the  commodity;  that  taxes  on  exports  consequently  fall 
entirely  on  foreigners,  taxes  on  inqjorts  wholly  on  the  home 
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consumer.     The  true  Btate  of  the  case,  however,  is  much 
more  complicated, 

"  By  taxing  exports,  we  may,  in  certain  circiimstanceSj 
produce  a  diinsion   of  the   advantage  of  the  trade  more 
favourable  to  ourselves.     In  some  eases  we  may  draw  into  I 
our  cofferSj   at  the  expense  of  foreigners,   not  only  tlie 
whole  tax,  but  more  than  the  tax ;  in  other  cases,  we  should  _ 
gain  exactly  the  tax  ;  in  others,  less  than  the  tax.     In  this  f 
last  case,  a  part  of  the  tax  is  borne  by  ourselves ;  possibly 
the  whole,  possibly  even,  as  we  shall  show,  more  than  the 
whole." 

Reverting  to  the  supposititious  ease  employed  in  the  Es- 
say, of  a  trade  between  Germany  and  England  in  broad- 
cloth and  linen,  ^'  suppose  that  England  taxes  her  export 
of  clothj  the  tax  not  being  supposed  high  enough  to  induce 
Germany  to  produce  cloth  for  herself.     T!ie  price  at  which 
cloth  can  be  sold  in  Germany  is  augmented  by  the  tax. 
This  will  probably  diminish  the  quantity  consumed.      It 
may  diminish  it  so  much  thatj  even  at  the  increased  price, 
there  will  not  be  required  so  great  a  money  value  as  before. 
Or  it  may  not  diminish  it  at  ail,  or  so  littloj  that  in  conse- 
quence of  the  higher  price,  a  greater  money  value  will  be 
purchased  than  before.    In  this  last  case,  England  will  gain,  j 
at  the  expense  of  Germany,  not  only  the  whole  amount  of  ■ 
the  duty,  but  more  ;  for,  the  money  value  of  her  exports  to 
Germany  being  increased,  while  her  imports  remain  the 
nsame,  money  will  flow  into  England  from  Germany.     The 
price  of  cloth  will  rise  in   Enghmd,  and  consequently  in 
Germany ;    but  the  price  of  linen  vnU   fall  in  Gennany, 
and  consequently  in  England.     "We  shall  export  less  cloth, 
and  import  more  linen,   till  the  equilibrium  is  restored.  ■ 
It  thus  appears  (what  is  at  first  sight  somewhat  remarkable)  n 
that  by  taxing  her  exports,  England  would,  in  some  con- 
ceivable circumstances,  not  only  gain  from  her  foreign  cus- 
tomers the  whole  amount  of  the  tax,  but  would  also  get  her  d 
imports  cheaper.     She  would   get  them  cheaper   in   t^vofl 
ways  ;  for  she  would  obtain  them  for  less  money,  and  would 
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have  more  money  to  purchase  tliem  with.  GcrmanYj  on 
the  other  hand^  woald  suffer  doubly  :  she  would  have  to 
pay  for  her  cloth  a  price  increased  not  only  by  the  duty, 
but  by  the  influx  of  money  into  England^  while  the  same 
change  in  the  distribution  of  the  eireulating  medium  would 
leave  her  less  money  to  purchase  it  with. 

"  This  however,  is  only  one  of  three  possible  cases.  If, 
after  the  imposition  of  the  dutyj  Germany  requires  so  dimi- 
nished a  quantity  of  cloth,  tliat  its  total  value  is  exactly  the 
same  as  beforej  the  balance  of  trade  would  he  undisturbed  ; 
England  will  gain  the  duty,  Germany  will  lose  it,  and  noth- 
ing more.  If,  again,  the  imposition  of  the  doty  occasions 
such  a  falling  off  in  the  demand  that  Germany  requires  a 
less  pecimiary  value  than  before,  our  exjjorts  will  no  longer 
pay  for  our  imports ;  money  must  pass  from  England  into 
Germany  j  and  Germany's  shai'e  of  the  advantage  of  the 
trade  will  he  increased.  By  the  change  in  the  distribution 
of  money,  cloth  will  fall  in  England  ;  and  therefore  it  will^ 
of  course,  tail  in  Germany.  Thus  Germany  will  not  pay 
the  whole  of  the  tax*  From  the  same  cause,  linen  will  rise 
in  Germany,  and  consequently  in  England.  When  this 
alteration  of  prices  has  so  adjusted  the  demand,  that  the 
cloth  and  the  linen  again  pay  for  one  another,  the  result  is 
that  Germany  has  paid  only  a  part  of  the  tax,  and  the  re- 
mainder of  what  has  been  received  into  our  treasury  has 
come  indirectly  out  of  the  pockets  of  our  own  consumers  of 
linen,  who  pay  a  liiglier  price  for  that  imported  commodity 
in  consequence  of  the  tax  on  our  exports,  while  at  the  same 
time  they,  in  consequence  of  the  efflux  of  money  and  the 
fall  of  prices,  have  smaller  money  incomes  wherewith  to 
pay  for  the  linen  at  that  advanced  price. 

**  It  is  not  an  impossible  supposition  that  by  taxing  out 
exports  we  might  not  only  gain  nothing  from  the  foreigner, 
tlie  tax  being  paid  out  of  our  own  pockets,  but  might  even 
compel  our  own  people  to  pay  a  &econd  tax  to  the  foreigner. 
Suppose,  as  before,  that  the  demand  of  Germany  for  cloth 
falls  off  *50  much  on  tlie  iuipositiun  of  the  duty,  that  she 
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requires  a  smaller  money  value  than  before,  but  that  tlie 
case  is  so  different  with  linen  in  England,  that  when  the 
price  rises  the  demand  either  does  not  fall  off  at  al!,  or  so 
little  that  the  money  value  required  is  greater  than  before. 
The  first  effect  of  laying  on  the  duty  is,  as  be!bre,  that  the 
cloth  exported  will  no  longer  pay  for  the  linen  imported. 
Money  will  therefore  flow  out  of  England  into  Germany. 
One  effect  is  to  raise  the  price  of  linen  in  Germany,  and 
consequently  in  England.  But  thisj  by  the  supposition,  in- 
stead of  stopping  the  efflux  of  money,  only  makes  it  greater, 
because  the  higher  the  price,  the  greater  the  mone^^  value 
of  the  hnen  consumed.  The  balance,  therefore,  can  only  be 
restored  by  the  other  effect,  which  is  going  on  at  the  same 
time,  namely,  the  fall  of  clotli  in  the  English  and  conse- 
quently in  the  German  market.  Even  when  cloth  has 
fallen  so  low  that  its  price  with  the  duty  is  only  equal  to 
what  its  price  without  the  duty  was  at  first,  it  is  not  a 
necessary  consequence  that  the  fall  will  stop  ;  for  the  same 
amount  of  exportation  as  before  will  not  now  suffice  to  pay 
the  increased  money  value  of  the  imports ;  and  although 
the  German  consumers  have  now  not  only  cloth  at  the  old 
price,  but  likewise  increased  money  incomes,  it  is  not  certain 
that  they  will  be  inclined  to  employ  the  increase  of  their 
incomes  in  increasing  their  purchases  of  ch>th.  Tlie  price  of 
cloth,  therefore,  must  perhaps  fall,  to  restore  the  equilibrium, 
more  than  the  whole  amount  of  the  duty ;  Germany  may 
be  enabled  to  import  cloth  at  a  lower  price  when  it  is  taxed, 
than  when  it  was  untaxed  :  and  this  gain  she  will  acquire 
at  the  expense  of  the  English  consumers  of  linen,  who,  in 
addition,  will  be  the  real  payers  of  tlie  whole  of  what  is 
received  at  their  own  customhouse  under  the  name  of 
duties  on  the  export,  of  cloth," 

It  is  almost  unnecessary  to  remark  that  cloth  and  linen 
are  here  merely  representatives  of  exports  and  imports 
in  general;  and  that  the  effect  which  a  tax  on  exports 
miglit  liave  in  increasing  the  cost  of  imports,  would  affect 
the  imports  from  all   countries,   and  not    peculiarly    the 
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articles  wliieh  migbt  be  imported  from  the  paiticiilar  coun- 
try to  wbieli  the  taxed  exports  were  sent. 

■  **  Such  are  the  extremely  varioiia  effects  wMeli  may 
result  to  ourselves  and  to  our  customers  from  the  imposition 
of  taxes  on  our  exports  ;    and  the  determining  circumstan- 

■  ces  are  of  a  nature  so  imperfectly  ascertainable,  that  it  must 
be  almost  impossible  to  decide  with  any  certain ty,  even 
after  the  tax  lias  been  imposed,  whether  we  have  been 
gainers  by  it  or  losers,"  In  general  however  there  could  be 
little  doubt  that  a  eouutry  which  imposed  such  taxes  would 
succeed  in  making  foreign  countries  contribute  something 
to  its  revenue;  but  unless  tlie  taxed  article  be  one  for 
which  their  demand  is  extremely  urgent,  they  will  seldom 
pay  the  whole  of  the  amount  which  the  tax  brings  in.* 
**  In  any  case,  whatever  we  gain  is  lost  by  somebody  else, 
and  there  is  the  expense  of  the  collection  besides  :  if  inter- 
national morality,  therefore,  were  rightly  understood  and 
acted  upon,  such  taxes,  as  being  contrary  to  the  universal 
weal,  would  not  exist." 

Thug  far  of  duties  on  exports.  We  now  proceed  to  the 
more  ordinary  case  of  duties  on  imports.  "  We  have  had 
an  example  of  a  tax  on  exports,  that  is  on  foreigners,  fall- 
ing in  part  on  ourselves.  We  shall  therefore  not  be  sur- 
prised if  we  find  a  tax  on  imports,  that  is,  on  ourselves, 
partly  falling  upon  foreigners. 

**  Instead  of  taxing  tlie  cloth  which  we  export,  suppose 
that  we  tax  the  linen  which  we  import.  The  duty  which 
we  are  now  supposing  must  not  be  what  is  termed  a  pro- 
tecting duty,  that  is,  a  duty  sufficiently  high  to  induce  us 
to  produce  the  article  at  Iiome.  If  it  had  this  effect,  it 
would  destroy  entirely  tlie  trade  both  in  cloth  aud  in  linen, 
and  both  countries  would  lose  the  whole  of  the  advantage 
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Probably  th©  strongest  knowti  inatanoe  of  a  large  revenue  raised  from  for- 
lers  by  a  tax  on  exports,  h  the  opium  trade  with  China,     The  high  price  of 
article  under  the  Goverument  monopoly  (which  ig  equivalent  to  a  high  ex« 
port  dtity)  baa  bo  little  effect  iu  diseouruging  Its  coiiii^umption,  that  it  Is  said  to 
bavc  beeit  occasionally  boM  in  Cbioa  for  m  mucb  as  its  weight  in  sliver. 
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which  they  previously  gained  bj  exchanging  those  com^ 
modities  with  one  another.  We  suppose  a  duty  wliich 
might  diminish  the  consumption  of  the  article,  but  which 
would  uot  prevent  ns  from  continuing  to  import,  as  before, 
whatever  linen  we  did  consume. 

**  The  equilibrium  of  trade  would  be  disturbed  if  the  ini- 
position  of  the  tax  diminishedj  in  the  ellghtest  degreej  the 
quantity  of  linen  conBumed,  For,  as  the  tax  is  levied  at 
our  own  custom-honsej  the  Gerraau  exporter  only  receives 
the  same  price  as  formerljj  though  the  English  consumer 
pays  a  higher  one.  If,  therefore,  there  be  any  diminution 
of  the  quainity  bought,  although  a  larger  sum  of  money 
may  be  actually  hiid  out  in  the  article,  a  smaller  one  will  be 
due  from  England  to  Germany  :  this  sum  will  no  longer  be 
an  equivalent  for  the  sum  due  from  Germany  to  England 
for  cloth,  the  balance  therefore  must  be  paid  in  money- 
Prices  will  fall  in  Germany  and  rise  in  England  ;  linen  will 
fall  in  the  German  market ;  cloth  will  rise  in  the  EngUsh* 
The  Gennans  will  pay  a  higlier  price  for  cloth,  and  will 
have  smaller  money  incomes  to  buy  it  with ;  while  the 
English  will  obtain  linen  cheaper,, that  is,  its  price  will  ex- 
ceed  wbat  it  previously  was  by  less  than  the  amount  of  the 
duty,  wbile  their  means  of  purchasing  it  will  be  increased 
by  the  increase  of  their  money  incomes. 

^^  If  tbe  imposition  of  the  tax  does  not  duninish  the  de- 
mand, it  will  leave  the  trade  exactly  as  it  ifas  before.  We 
shall  import  as  muchj  and  export  as  much  ;  the  whole  of 
the  tax  will  be  paid  out  of  our  own  pockets. 

"  But  tlie  imposition  of  a  tax  on  a  commodity  almost 
always  diminishes  the  demand  more  or  less ;  and  it  can 
never,  or  scarcely  ever,  increase  the  demand.  It  may, 
therefore,  be  laid  down  as  a  principle,  that  a  tax  on  import- 
ed commodities,  when  it  really  operates  as  a  tax,  and  not 
as  a  prohibition  either  total  or  partial,  almost  always  falls, 
in  part  upon  the  foreigners  who  consume  our  goods ;  and 
that  this  is  a  mode  in  which  a  nation  may  appropriate  to 
itseir,  at  the  expense  of  foreigners,  a  larger  share  tliaa 
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would  otherwise  belong  ti3  it  of  tbe  increase  in  the  general 
productivenesis  of  the  labour  and  capital  of  the  world^ 
which  results  from  the  interchange  of  commodities  among 
nations." 

Tho&e  are^  therefore,  in  tlie  right  who  maintain  that 
tasea  on  imports  are  partly  paid  by  foreigners ;  but  they 
are  mistaken  when  they  say,  that  it  is  by  the  foreign  pro- 
ducer. It  is  not  on  the  person  from  whom  we  buy^  but  on 
all  those  who  buy  from  us,  that  a  portion  of  our  custom 
duties  spontaneously  ftdla.  It  is  the  foreign  consumer  of 
our  exported  commoditieSj  who  is  obliged  to  pay  a  higher 
price  for  them  because  we  maintain  revemie  duties  on 
foreign  goods. 

There  are  but  two  cases  in  which  duties  on  commoditie& 
can  in  any  degree,  or  in  any  mannerj  fall  on  the  producer. 
One  is,  %vhen  the  article  is  a  strict  monopoly,  and  at  a  scar- 
city price.  The  price  in  this  casG  being  only  limited  by  the 
desires  of  the  buyer ;  the  sum  obtained  for  the  restricted 
supply  being  the  utmost  which  the  buyers  would  consent  to 
give  rather  than  go  without  it ;  if  the  treasury  intercepts  a 
part  of  this,  the  price  cannot  be  further  raised  to  compensate 
for  the  tax,  and  it  must  be  paid  from  the  monopoly  profits. 
A  tax  on  rare  and  high  priced  wines  will  fall  wholly  on  the 
growers,  or  rather,  on  the  owners  of  the  vineyards.  The 
second  case  in  which  the  producer  sometimes  bears  a  por- 
tion of  the  tax,  is  more  important :  the  case  of  duties  on  the 
produce  of  land  or  of  mines.  Tliese  might  be  so  high  as  to 
diminish  materially  the  demand  for  the  produce,  and  com- 
pel the  abandonment  of  some  of  the  inferior  qualities  of  land 
or  mines.  Supposing  this  to  be  the  effect,  the  consumers, 
both  in  the  couutry  itself  and  in  those  which  dealt  with  it, 
would  obtain  the  produce  at  smaller  cost ;  and  a  part  only, 
instead  of  the  whole,  of  the  duty  would  fall  on  the  purchas- 
er, who  would  be  indemnified  chiefly  at  the  expense  of  tlie 
landowners  or  mine-owners  in  the  producing  coimti"y. 

Duties  on  importation  may,  then,  be  divided  ^^  into  two 
classes :  those  which  have  the  effect  of  encouraging  some 
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particular  branch  of  domestic  industry,  and  those  which 
have  not.  The  former  are  pnrely  mischievoTiBj  both  to  the 
eoiuitry  imposing  tlienij  and  tu  those  with  whom  it  trades. 
Tliey  prevent  a  saving  of  labour  and  capital,  which,  if  per- 
mitted to  be  made,  would  be  divided  in  some  proportion  or 
other  between  the  importing  country  and  the  countries 
which  buy  what  that  counti^  does  or  might  export, 

"The  other  class  of  duties  are  those  which  do  not 
encourage  one  mode  of  procuring  an  article  at  the  expense 
of  another,  but  allow  interchange  to  take  place  just  as  if  the 
duty  did  not  exist,  and  to  produce  the  saving  of  labour 
which  const itutes  the  motive  to  iuteraational,  as  to  all  other 
Hcommerce.  Of  this  kind  are  duties  on  the  importation  of 
^ny  commodity  which  could  not  by  any  possibility  be  pro- 
duced at  home  ;  and  duties  not  suflSciently  high  to  counter- 
balance the  difference  of  expense  between  the  production  of 
the  article  at  home  and  its  importation.  Of  the  money 
which  is  brought  into  the  treasury  of  any  country  by  taxes 
of  this  last  description,  a  part  only  is  paid  by  the  people 
of  that  country ;  the  remainder  by  the  foreign  consumers 
of  their  goods. 

"  Keverthelesfi,  this  latter  kind  of  taxes  are  in  principle 
as  ineligible  as  the  former,  tliough  not  precisely  on  the  same 
ground.  A  protecting  duty  can  never  be  a  cause  of  gain, 
but  always  aud  necessarily  of  loss,  to  the  country  imposing 
it,  just  so  far  as  it  is  efficacious  to  its  end.  A  non-protecting 
duty,  on  the  contrary,  would  in  most  cases  be  a  source  of 
gain  to  the  country  imposing  it,  in  so  far  as  throwing  part 
of  the  weight  of  its  taxes  upon  other  people  is  a  gain  ;  but 
it  would  be  a  means  whicli  it  could  seldom  be  advisable  to 
adopt,  being  so  easily  counteracted  by  a  precisely  similar 
proceeding  on  the  other  side. 

"  If  England,  in  the  case  already  supposed,  songht  to 
obtain  for  herself  more  than  her  natural  share  of  the  advan- 
tage of  the  trade  wnth  Germany,  by  imposing  a  duty  upon 
linen,  Germany  would  only  have  to  impose  a  duty  upon 
cloth,  sufficient  to  diminish   the  demand   for  that  articla 
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about  as  much  as  the  demand  for  linen  liad  been  diminished 
in  England  by  the  tax.  Things  would  then  he  as  before, 
and  each  eonntiy  would  pay  its  own  tax.  Unless,  indeed, 
the  Sinn  of  the  two  dnties  exceeded  the  entire  advantage  of 
the  trade ;  for  in  that  case  the  trade,  and  its  advantage, 
wonld  eease  entirely. 

"  There  w^ould  be  no  advantage,  therefore,  in  imposing 
dnties  of  this  kind,  with  a  view  to  gain  by  them  in  the  nmn- 
ner  which  has  been  pointed  out.  But  when  any  part  of  the 
revenue  is  derived  from  taxes  on  commodities,  these  may 
often  be  as  little  objectionable  as  the  rest.  It  is  evident, 
too^  that  considerations  of  reciprocity,  w-hlcli  are  qnite 
unessential  when  the  matter  in  debate  is  a  protecting  duty, 
are  of  material  importance  when  the  repeal  of  dnties  of  this 
■other  description  is  discussed.  A  conntry  cannot  be  expect- 
ed to  renounce  the  pTower  of  taxing  foreigners,  miless  for* 
signers  will  in  retnrn  practise  towards  itself  the  same  for- 
bearauce.  Tlie  only  mode  in  which  a  country  can  save 
itself  from  being  a  loser  by  tlie  revenue  dnties  imposed  by 
other  countries  on  its  commodities,  is  to  impose  coiTespond- 
ing  revenue  duties  on  theirs.  Only  it  nnist  take  care  that 
those  duties  be  not  so  high  as  to  exceed  all  that  remains 
of  the  advantage  of  the  trade,  and  put  an  end  to  impor- 
tation altogether,  causing  the  article  to  be  either  pro- 
duced at  home,  or  imported  from  another  and  a  dearer 
market." 


CHAPTER  V. 
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§  1.  Besides  direct  taxes  on  income,  and  taxes  on  con* 
fitimption,  the  financial  Bysteras  of  most  countries  comprise 
a  variety  of  misceUaneoiis  imposts,  not  strictly  included  in 
either  class.  The  modern  European  systems  retain  many 
gnch  taxes,  though  in  much  lees  number  and  variety  than 
those  semi-barbarous  governments  which  European  influence 
has  not  yet  reached.  In  some  of  these,  scarcely  any  inci- 
deut  of  life  has  escaped  being  made  an  excuse  tor  some 
fiscal  exaction  ;  hardly  any  act,  not  belonging  to  daily  rou- 
tine, can  be  performed  by  any  one,  without  obtaining  leave 
from  some  agent  of  government^  wdiich  is  only  granted  in 
consideration  of  a  payment :  especially  when  the  act  re- 
quires the  aid  or  the  peculiar  guarantee  of  a  public  author- 
ity. In  the  present  treatise  we  may  confine  our  attention 
to  such  taxes  as  lately  existed,  or  still  exist,  in  coimtries 
usually  classed  as  civilized. 

In  almost  all  nations  a  considerable  revenue  is  drawn 
from  taxes  on  contracts.  These  are  imposed  in  various 
forma  One  expedient  is  that  of  taxing  the  legal  instrument 
which  serves  as  evidence  of  the  contract,  and  wiiich  is  com- 
monly the  only  evidence  legally  admissible.  In  England^ 
scarcely  any  contract  is  binding  unless  executed  on  stamped 
paper,  which  has  paid  a  tax  to  goveinment ;  and  until  very 
lately,  when  the  contract  related  to  ]>roperty  the  tax  w^as 
proportionally  much  heavier  on  the  smaller  than  on  the 
larger  transactions;  which  is  stiU  true  of  some  of  those 
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taxes.  There  are  also  stamp  duties  on  the  legal  instruments 
which  are  evidence  of  the  fultiliiient  of  contracts ;  such  as 
acknowledgments  of  receipt  and  deeds  of  release.  Taxes 
on  contracts  are  not  always  leTied  by  means  of  stamps. 
The  duty  on  sales  by  auction,  abrogated  by  Sir  Robert 
Peel,  was  an  instance  in  point*  The  taxes  on  transfers  of 
landed  property,  in  France,  are  another :  in  England  these 
are  stamp-dnties.  In  some  countries  contracts  of  many 
kinds  are  not  valid  unless  registeredj  and  their  registration 
is  made  an  occasion  for  a  tax. 

Of  taxes  on  contracts,  the  most  important  are  those  on  the 
transfer  of  property  ;  qhiefly  on  pnrchases  and  sales.  Taxes 
on  the  sale  of  consumable  commodities  are  simply  taxes  on 
those  commodities.  If  they  affect  only  some  particular  com- 
modities, tliey  raise  the  prices  of  those  commodities,  and  are 
paid  by  the  consumer.  If  the  attempt  were  made  to  tax  all 
purchases  and  sales^  which j  however  absurd,  was  for  centuries 
the  law  of  Spain,  the  tax,  if  it  eonld  be  enforced,  would  be 
equivalent  to  a  tax  on  all  commodities^  and  would  not  affect 
prices :  if  levied  from  the  sellers,  it  would  be  a  tax  on  profits, 
if  from  the  buyers,  a  tax  on  consumption ;  and  neither  class 
could  throw  the  burthen  upon  the  other.  If  confined  to 
some  one  mode  of  sale,  as  for  example  by  auction,  it  dis- 
courages recourse  to  that  mode,  and  if  of  any  material 
amountj  prevents  it  from  being  adopted  at  all,  unless  in  a 
case  of  emergency  ;  in  which  case  as  the  seller  is  under  a 
necessity  to  sell,  but  the  buyer  under  no  necessity  to  buy, 
the  tax  falls  on  the  seller ;  and  this  was  the  strongest  of  the 
objections  to  tlie  auction  duty :  it  almost  always  fell  on  a 
necessitous  person,  and  in  the  crisis  of  his  necessities* 

Taxes  on  the  purchase  and  sale  of  land  are,  in  most 
countries,  liable  to  the  same  objection.  Landed  property 
in  old  countries  is  seldom  parted  with,  except  from  reduced 
circumstances,  or  some  urgent  need  :  the  seller  therefore, 
must  take  what  he  can  get,  while  the  buyer,  whose  object 
is  an  investment,  makes  his  calculations  on  the  interest 
w^hich  he  can  obtain  for  hie  money  in  other  ways,  and  will 
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not  buy  if  he  is  charged  with  a  government  tax  on  the  transac- 
tion. It  has  indeed  been  objectedj  that  this  argument  would 
not  apply  if  all  modes  of  permanent  investmentj  such  as  the 
purchase  of  go^^ernment  sec iiri ties,  shares  in  joint-stock 
companies,  mortgages  and  the  like,  were  subject  to  the 
eame  tax.  But  even  then^  if  paid  by  the  buyer,  it  would 
be  equivalent  to  a  tax  on  interest :  if  sufficiently  heavy  to 
be  of  any  iraportance,  it  would  disturb  the  established  relation 
between  interest  and  profit ;  and  the  disturbance  would 
redress  itself  by  a  rise  in  the  rate  of  interest,  and  a  fall  of 
the  price  of  land  and  of  all  securities.  It  appears  to  me, 
therefore,  that  the  seller  is  the  person  by  whom  such  taxes^ 
uuless  under  peculiar  circumstances,  will  always  be  borne. 

All  taxes  must  be  condemned  which  throw  obstacles  in 
the  way  of  the  sale  of  land,  or  other  instruments  of  pi'oduc- 
tion.  Such  sales  tend  naturally  to  render  the  property 
more  productive.  The  seller,  whether  moved  by  necessity 
or  choice,  is  probably  some  one  who  is  either  witliout  the 
means,  or  without  the  capacity,  to  make  the  most  advanta- 
geous use  of  the  property  for  productive  purposes ;  while 
the  buyer,  on  the  other  baud,  is  at  any  rate  not  needy,  and 
is  frequently  both  inclined  and  able  to  improve  the  property^ 
since,  as  it  is  worth  more  to  such  a  person  than  to  any  otlier, 
he  is  likely  to  offer  the  highest  price  for  it.  All  taxes, 
therefore,  and  all  difficulties  and  expenses,  annexed  to 
such  contracts,  are  decidedly  detrimental ;  especially  in  the 
case  of  land,  the  source  of  subsistence,  and  the  original 
foundation  of  all  wealth,  on  the  improvement  of  which, 
therefore,  so  nnicli  depends.  Too  great  facilities  cannot 
be  given  to  enable  land  to  pass  into  the  hands,  and  assume 
the  modes  of  aggregation  or  division,  most  conducive  to  its 
productiveness.  If  landed  pi'operties  are  too  large,  alienation 
should  be  free,  in  order  that  they  may  be  subdivided ;  if  too 
small,  in  order  that  they  may  be  united.  All  taxes  on  the 
trausfer  of  landed  property  should  be  abolished;  but,  as  the 
landlords  have  no  claim  to  be  relieved  from  any  reservation 
which  the  state  has  hitherto  made  in  its  own  favour  from  the 
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amount  of  their  rent,  an  annual  impost  equivalent  to  the 
average  produce  of  these  taxes  should  be  distributed  over  the 
land  generally,  in  the  form  of  a  hmd-tax. 

Some  of  the  taxes  on  contracts  are  very  peniieious,  im- 
posing a  virtual  penalty  upon  transactions  which  it  ought 
to  be  the  pohcy  of  the  legislator  to  encourage.  Of  this 
Bort  IB  the  stamp  duty  on  leases,  which  in  a  country  of 
large  properties  are  an  essential  condition  of  good  agricul- 
ture ;  and  tlie  tax  on  insurances  a  direct  discouragement 
to  prudence  and  forethought.  In  tlie  ease  of  fire  insurances^ 
the  tax  is  exactly  double  the  amount  of  the  premium  of 
insurance  on  common  risks ;  so  that  the  person  insuring  is 
obliged  by  the  government  to  pay  for  the  insurance  just 
three  times  the  value  of  the  risk.  If  this  tax  existed  in 
France,  we  should  not  see,  as  we  do  in  some  of  her  prov- 
inces, the  plate  of  an  insurance  company  on  almost  every 
cottage  or  hoveh  This,  indeed,  must  be  ascribed  to  the 
provident  and  calcularing  habits  produced  by  the  dissemi- 
nation of  property  through  the  labouring  class  :  but  a  tax  oli 
so  extravagant  an  amount  would  be  a  heavy  drag  upon  any 
habits  of  providence. 

§  2.  Nearly  allied  to  the  taxes  on  contracts  are  those 
on  communication.  The  principal  of  these  is  the  postage 
tax  ;  to  which  may  be  added  taxes  on  advertisementSj  and 
on  newspaperSj  which  are  taxes  on  the  communication  of 
infonnation. 

The  common  mode  of  levying  a  tax  on  the  conveyance 
of  letters,  is  by  making  the  government  tiie  sole  authorized  ■ 
carrier  of  them,  and  demanding  a  monopoly  price.  When 
tliis  price  is  so  moderate  as  it  is  in  this  country  under  the 
uniform  penny  postage,  scarcely  if  at  all  exceeding  what 
would  be  charged  under  the  freest  competition  by  any  pri- 
vate company,  it  can  hardly  be  considered  as  taxation,  but 
rather  as  the  profits  of  a  business  ;  whatever  excess  there  is 
above  the  ordinary  profits  of  stock  being  a  fair  result  of  the 
saving  of  expense,  caused  by  having  only  one  establishment 


and  one  set  of  arrangements  for  the  whole  country,  instead 
of  many  competing  ones.  The  business^  too,  being  one 
which  both  can  and  onght  to  be  conducted  on  lixed  nileSj  is 
one  of  the  few  busiueBBes  which  it  is  not  unsuitable  to  a 
govermnent  to  eondnct.  The  post  office,  therefore,  is  at 
present  one  of  the  best  of  the  s^mrces  irom  which  this  coun- 
try derives  its  revenue.  But  a  postage  much  exceeding 
what  would  be  i)aid  for  the  same  service  in  a  system  of 
fireeduni,  is  not  a  desirable  tax.  Its  chief  weight  falls  on 
letters  of  business,  and  increases  the  expense  of  mercantile 
relations  between  distant  places.  It  is  like  an  attempt  to 
raise  a  large  revenue  by  heavy  tolls:  it  ohstmcts  all  opera- 
tions by  which  goods  are  conveyed  from  place  to  place,  and 
discourages  the  production  of  commodities  in  one  place  for 
consumption  in  another ;  which  is  not  orjly  in  itself  one  of 
the  greatest  sources  of  economy  of  labour j  but  is  a  necessary 
condition  of  almost  all  improvements  in  production  and  one 
of  the  strongest  stimulants  to  industry  and  promoters  of 
civilization. 

A  tax  on  advertisements  is  not  free  from  the  same  objec- 
tion, since  in  whatever  degree  advertisements  are  useful  to 
business,  by  facilitating  the  coming  together  of  the  dealer  or 
producer  and  the  consumer,  in  that  same  degree,  if  the  tax 
be  high  enough  to  be  a  serious  discourngement  to  advertis- 
ing, it  prolongs  the  period  during  which  goods  remain 
tmsold,  and  capital  locked  up  in  idleness. 

A  tax  on  newspapers  is  objectionable,  not  so  much 
where  it  does  fall  as  where  it  does  not,  that  is,  where  it 
prevents  newspapers  from  being  used.  To  the  generality 
of  those  who  buy  them,  newspapers  are  a  luxury  which 
they  can  as  well  atford  to  pay  for  as  any  other  indulgence, 
and  which  is  as  unexceptionable  a  source  of  revenue.  But 
to  that  large  part  of  the  eommunify  who  have  been  taught 
to  read,  but  have  received  little  other  intellectual  education, 
newspapers  are  the  source  of  nearly  all  the  general  informa- 
tion which  they  possess,  and  of  nearly  all  their  acquaintance 
with  the  ideas  and  topics  current  among  mankind ;  and  an 
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interest  is  more  easily  excited  in  newspapers,  tliao  in  books 
or  other  more  recondite  sources  of  instruction.  News- 
papers contribute  so  little,  in  a  direct  way,  to  the  origina- 
tion of  useful  ideas,  that  many  persons  undervalue  the 
importance  of  their  office  in  disseminating  them.  Tliey 
correct  many  prejudices  and  superstitions,  and  keep  up  a 
habit  of  discussion,  and  interest  in  public  coucems,  the 
absence  of  which  is  a  great  cause  of  the  stagnation  of  mind 
usually  found  in  tlie  lower  and  middle,  if  not  in  all,  ranks, 
of  those  countries  where  newspapers  of  an  important  or 
interesting  character  do  not  exist.  There  ought  to  be  no 
taxes  which  render  this  great  diffnser  of  information,  of 
mental  excitement,  and  mental  exercise,  less  accessible  to 
that  portion  of  the  public  which  most  needs  to  be  carried 
into  a  region  of  ideas  and  interest  beyond  its  own  limited 
horizon. 


§  3.  In  the  enumeration  of  bad  taxes,  a  conspicuous 
place  must  be  assigned  to  law  taxes ;  which  extract  a 
revenue  for  the  state  from  the  various  operations  involved 
in  an  application  to  the  tribtmals.  Like  all  needless  expenses 
attached  to  law  proceedings,  they  are  a  tax  on  redress,  and 
therefore  a  premium  on  injmry.  Although  such  taxes  have 
been  abolished  in  this  eoimtry  as  a  general  source  of  reve- 
nue, they  still  exist  in  the  form  of  fees  of  court,  for  defray- 
ing the  expense  of  the  courts  of  justice;  under  the  idea, 
apparently,  that  those  may  faii^ly  be  requu^ed  to  bear  the 
expenses  of  the  administration  of  justice,  who  reap  the 
benefit  of  it.  The  fallacy  of  this  doctrine  was  powerfully 
exposed  by  Bentham.  As  he  remarked,  those  who  are 
under  the  necessity  of  going  to  law,  are  those  who  benefit 
least,  not  most,  by  the  law  and  its  administration.  To 
them  the  protection  which  the  law  affords  has  not  been 
complete,  since  they  have  been  obliged  to  resort  to  a  court 
of  justice  to  ascertain  their  rights,  or  maintain  those  rights 
against  intiingement :  while  the  remainder  of  the  public 
liave  enjoyed   the  immunity  from  injury  confeiTed  by  the 
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I  4,    Besides  the  general  taxes  of  the  State,  there  are  in 
all  or  most  comitries  local  taxes,  to  defray  any  expensi^  of  i 
a  public  nature  which  it  is  thought  best  to  place  under  the 
control  or  management  of  a  local  authority.     Some  of  these  j 
expenses  are  incurred  for  purposes  in  which  the  particular  \ 
locality  is  solely  or  chiefly  interested ;  as  the  paving,  cleans- 
ing, and  lighting  of  the  streets ;  or  the  making  and  repair- 
ing of  roads  and  bridges,  which  may  be  important  to  people 
from  any  part  of  the  country^  but  only  in  so  far  as  they,  or 
goods  in  which  they  have  an  interest,  pass  along  the  roads 
or  over  the  bridges.     In  other  cases  again,  tlie  expenses  are 
of  a  kind  as  nationally  important  as  any  others,  but  are 
defrayed  locally  because  supposed  more  likely  to  be  well  M 
administered  by  local  bodies ;  as,  in  England,  the  relief  of  ■ 
the  poor  and  the  support  of  gaols,  and  in  some  other  coun- 
tries, of  schools.     To  decide  for  what  public  objects  local 
superintendence  is  best  suited,  and  what  are  those  which  _ 
should  be  kept  immediately  under  the  central  government,  f 
or  under  a  mixed  system  of  local  management  and  central 
superintendence,  is  a  question  not  of  political  economy,  but  of 
administration.     It  is  an  important  principle,  however,  that 
taxes  imposed  by  a  local  authority,  being  less  amenable  to  j 
publicity  and  discussion  than  the  acts  of  the  government, ' 
should  always  be  special— laid  on  for  some  definite  service, 
and  not  exceeding  the  expense  actually  incurred  in  render- 
ing the  service.     Thus  limited,  it  is  desirable,  whenever 
practicable,  that  the  burden  should  fall  on  those  to  whom 
the  service  is  rendered ;  that  the  expense,  for  instance*  of  1 
roads  and  bridges,  should  be  defrayed  by  a  toll  on  passengere  | 
and  goods  conveyed  by  them,  thus  diWding  the  cost  between  I 
those  who  use  them  for  pleasure  or  convcnienee,  and  the 
consumers  of  the  goods  which  they  enable  to  be  brought  to 
and  from  the  market  at  a  diminished  expense.      Vlien, 
however,  the  tolls  have  repaid  with  interest  the  whole  of  the 
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expenditurej  the  road  or  bridge  should  be  thro^Ti  open  free 
of  toll,  that  it  raaj  be  used  also  by  those  to  whom,  unless 
open  gratuitoiiely,  it  would  be  valueless ;  provnsion  being 
made  for  repairs  either  from  the  funds  of  the  state,  or  by  a 
rate  levied  on  the  localities  which  reap  the  principal 
benefit. 

In  England,  almost  al!  local  taxes  are  direct,  (the  coal 
duty  of  the  City  of  London,  and  a  few  similar  imposts, 
being  the  chief  exceptions,)  though  the  greatest  part  of  the 
taxation  for  general  purposes  is  indirect.  On  the  contrary, 
in  France,  Austria,  and  other  countries'  where  direct  taxa- 
tion is  much  more  largely  employed  by  the  state,  tlie  local 
expenses  of  towns  are  principally  defrayed  by  taxes  levied 
on  commodities  when  entering  them.  These  indirect  taxes 
are  much  more  objectionable  in  towns  than  on  the  frontier, 
because  the  things  which  the  country  suppUes  to  the  towns 
are  chiefly  the  necessaries  of  life  and  the  materials  of  manu* 
tacture,  while  of  what  a  country  imports  from  foreign  coun- 
tries, the  greater  part  usually  consists  of  luxuries.  An  octroi 
cannot  produce  a  large  revenue,  without  pressing  severely 
upon  the  labouring  classes  of  the  towns ;  unless  their  wages 
rise  proportionally,  in  which  case  the  tax  falls  in  a  great 
measure  on  the  coosumers  of  town  produce,  whether  residing 
in  town  or  country,  since  capital  will  not  remain  in  the 
towns  if  its  profits  fall  below  their  ordinary  proportion  as 
compared  with  the  rural  districts. 
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I  1.  Ab£  direct  or  iiMlirect  taxes  the  most  digiblet 
TbiB  questian,  at  all  timed  int^estmg,  has  of  late  excited  a 
eoDfiderable  amount  of  diacnsEioii*  In  Eoglaiid  there  is  a 
popular  feeling,  of  old  standing,  in  farovr  of  indiiect,  or  it 
shmild  rather  be  said  in  oppodtion  to  cfireet,  taxation.  The 
feeling  is  not  grounded  on  the  merits  of  the  case,  and  is 
of  a  puerile  kind.  An  Englishman  dislikes^  not  so  mnch 
the  payment  as  the  act  of  paying*  He  dislikes  seeing  the 
&ce  of  the  tax-eoUector,  and  being  subjected  to  his  peremp-  ■ 
tory  demand.  Perhaps,  too,  the  money  which  he  is  required 
to  pay  directly  out  of  his  pocket  is  the  only  taxation  which 
be  ia  quite  sure  that  he  pays  at  alL  Hiat  a  tax  of  two  shil- 
lings p^  pound  on  tea,  or  of  three  shillings  per  bottle  on 
wine,  raises  the  price  of  each  pound  of  tea  and  bottle  of  wine 
which  he  consumes,  by  that  and  more  than  that  amount, 
cannot  indeed  be  denied ;  it  is  the  fact,  and  is  intended  to 
be  so,  and  he  himself  at  times,  is  perfectly  aware  of  it; 
but  it  makes  hardly  any  impression  on  his  practical  feelings 
and  associations,  serving  to  iUustrate  the  distinction  between 
what  is  merely  known  to  be  true  and  what  is  felt  to  be  so. 
The  unpopularity  of  direct  taxation,  contrasted  with  the 
easy  manner  in  which  the  public  consent  to  let  themselves 
be  fleeced  in  the  prices  of  commodities,  has  generated  in 
many  friends  of  improvement  a  directly  opposite  mode  of 
thinking  to  the  foregoing.  They  contend  that  the  very 
reason  which  makes  direct  taxation  disagreeable,  makes  it 
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preferable.  Under  it,  every  one  knows  how  much  he  really 
pays ;  and  if  he  votes  for  a  warj  or  any  other  expenBive 
national  Inxuryj  he  does  so  with  his  eyes  open  to  what  it 
costs  him.  If  all  taxes  were  direct,  taxation  would  be  much 
more  perceived  than  at  present ;  and  there  would  be  a 
security  which  now  there  is  not,  for  economy  in  the  public 
expenditure. 

Although  this  argument  is  not  without  force,  its  weight 
is  likely  to  be  constantly  diminishing.  The  real  ineidenee 
of  indirect  taxation  is  every  day  more  gencraOy  understood 
and  more  familiarly  recognized :  and  whatever  else  may  be 
said  of  the  changes  which  are  taking  place  in  the  tendencies 
of  the  human  mind,  it  can  scarcely,  I  think,  be  denied,  that 
things  are  more  and  more  eetimated  according  to  their 
calculated  value,  and  less  according  to  their  non-essential 
accompaniments.  The  mere  distinction  between  paying 
money  directly  to  the  tax-collector,  and  contributing  the  same 
sum  through  the  intervention  of  the  tea^iealer  or  the 
wine-merchant,  no  longer  makes  the  whole  difference 
between  dislike  or  opposition,  and  passive  acquiescence. 
But  further,  while  any  such  infirmity  of  the  popular  mind 
subsistSj  the  argument  grounded  on  it  tells  partly  on  the 
other  side  of  the  question.  If  our  present  revenue  of  above 
seventy  millions  were  all  raised  by  direct  taxes,  an  extreme 
dissatisfaction  would  certainly  arise  at  having  to  pay  so 
much  ;  but  while  men's  minds  are  bo  little  guided  by  reason, 
as  such  a  change  of  feeling  from  so  irrelevant  a  cause 
would  imply,  so  great  an  aversion  to  taxation  might  not 
be  an  unqualified  good.  Of  the  seventy  millions  in  question, 
nearly  thirty  are  pledged,  under  the  most  binding  obligations, 
to  those  whose  property  has  been  borrowed  and  spent  by 
the  state ;  and  while  this  debt  remains  unredeemed,  a 
greatly  increased  impatience  of  taxation  would  involve  no 
little  danger  of  a  breach  of  faith,  similar  to  that  which, 
in  the  defaulting  states  of  America,  has  been  produced, 
and  in  some  of  them  still  continues,  from  the  same  cause. 
That  part,   indeed,   of  the  public   expenditure,   which  is 
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devoted  to  the  maiBtenance  of  ciril  and  military  eetftblish' 
mentB,  (that  is,  all  except  the  interest  of  the  national  debt) 
affords  in  many  of  its  details,  ample  scope  for  retrenchment. 
But  while  much  of  the  revenne  is  wasted  under  the  mere 
pretence  of  public  service,  so  much  of  the  most  important 
business  of  government  is  left  undone,  that  whatever  can 
be  rescued  from  useless  expenditure  is  m^ently  required 
tor  useful.  Whether  the  object  be  education ;  a  more  effi- 
cient and  acceissible  administration  of  justice ;  emigration 
and  colonization  ;  reforms  of  any  kind  which,  lite  the  Slave 
Emancipation,  require  compensation  to  individual  interests ; 
or  what  is  as  important  as  any  of  these,  the  entertainment 
of  a  sufficient  staff  of  able  and  educated  public  servants,  to 
conduct  in  a  better  than  the  present  awkward  manner  the 
business  of  legislation  and  administration ;  every  one  of  these 
things  implies  considerable  expense,  and  many  of  them  have 
again  and  again  been  prevented  by  the  reluctance  which 
existed  to  apply  to  Parliament  for  an  increased  grant  of  pub- 
lic money,  though  (besides  that  the  existing  means  would  be 
more  than  sufficient  if  applied  to  the  proper  purposes) 
the  cost  would  be  repaid,  often  a  hundred-fold,  in  mere 
pecuniary  advantage  to  the  community  generally.  If  so 
great  an  addition  were  made  to  the  public  dislike  of  taxa- 
tion as  might  be  the  consequence  of  confining  it  to  the 
direct  form,  the  classes  who  profit  by  the  misapplication  of 
public  money  might  probably  succeed  in  saving  that  by 
which  they  profit,  at  the  expense  of  that  which  would  only 
be  useful  to  the  public. 

There  is,  however,  a  frequent  plea  in  support  of  indirei^H 
taxation,  which  must  be  altogether  rejected,  as  ground6^V 
on  a  fallacy.  We  are  often  told  that  taxes  on  commoditieB 
are  less  burdensome  than  other  taxes,  because  the  con- 
tributor can  escape  from  them  by  ceasing  to  use  the  taxed 
commodity.  He  certainly  can,  if  that  be  his  object,  deprive 
the  government  of  the  money  ;  but  he  does  so  by  a  sacrifice 
of  his  own  indulgences,  which  (if  he  chose  to  undergo  it) 

5  him  for  the  same  amount  taken 
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li'ODi  liim  by  direct  taxation.  Suppose  a  tax  laid  on  wiae, 
sufficient  to  add  five  pounds  to  the  price  of  tlie  quantity  of 
wine  wliicli  lie  consumes  in  a  year.  He  has  only  (we  are 
told)  to  diminish  his  eoiisumption  of  wine  by  5^,,  and  he 
escapes  the  burden.  True  :  but  if  the  5^,^  instead  of  being 
laid  on  wine,  had  been  taken  fi^om  him  by  an  income-tax, 
lie  could,  by  exj^ending  5L  less  in  wine,  equidJy  save  the 
amount  of  the  tax,  so  that  the  difference  between  the  two 
cases  is  really  illusory.  If  the  government  takes  from  the 
contributor  five  pounds  a  year,  whetiier  in  one  way  or 
another,  exactly  that  amount  must  be  retrenclied  from  his 
consumption  to  leave  him  as  well  off  as  before;  and  in 
either  way  the  same  amount  of  sacrifice,  neither  more  nor 
less,  is  imposed  on  him. 

On  the  other  hand,  it  is  aonie  advantage  on  the  side  of 
indirect  taxes,  that  what  they  exact  from  tlie  contributor  is 
taken  at  a  time  and  in  a  manner  likely  to  be  convenient  to 
him.  It  is  paid  at  a  time  when  he  has  at  any  rate  a  pay- 
ment to  make ;  it  causes^  therefore,  no  additional  trouble, 
nor  (unless  the  tax  be  on  necessaries)  any  inconvenience  but 
what  is  inseparable  from  the  payment  of  the  amount.  lie 
can  also,  except  in  the  case  of  very  perishable  articles, 
select  his  own  time  for  laying  in  a  stock  of  the  commodity, 
and  consequently  for  payment  of  the  tax.  The  producer 
or  dealer  who  advances  these  taxes,  is,  indeed,  sometimes 
subjected  to  inconvenience ;  but,  in  the  case  of  imported 
goods,  this  inconvenience  is  reduced  to  a  minimum  by  what 
is  called  the  Warehousing  System,  under  whiehj  instead  of 
paying  the  duty  at  the  time  of  importation,  he  is  only  re- 
quired to  do  so  when  he  takes  out  tbe  goods  for  consumption, 
which  is  seldom  done  until  he  has  either  actually  found,  or 
has  the  prospect  of  immediately  finding,  a  purchaser. 

The  strongest  objection,  howe%^er,  to  raising  tlie  whole 
or  the  greater  part  of  a  large  revenue  by  direct  taxes,  is 
the  impossibility  of  assessing  them  fairly  without  a  conscien- 
tious co-operation  on  the  part  of  the  contributors,  not  to  be 
boped  for  in  the  present  low  state  of  public  morahty.     In 
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the  case  of  an  income-tax,  we  have  already  seen  that  nnlesa 
it  be  found  practicable  to  exempt  savings  altogether  from 
the  tax,  the  burthen  cannot  be  apportioned  with,  any  tolera- 
ble approach  to  fairness  upon  those  whose  incomes  are  de- 
rived from  business  or  profeBsions ;  and  this  is  in  fact  ad- 
mitted by  most  of  the  advocates  of  direct  taxation,  who, 
I  am  afraid,  generally  get  over  the  difficulty  by  leaving 
those  classes  untaxed,  and  confining  their  projected  in- 
come-tax to  "  realized  property,''  in  which  form  it  certainly 
has  the  merit  of  being  a  very  easy  form  of  plunder. 
But  enough  has  been  said  in  condemnation  of  this  expe- 
dient We  have  seen,  however,  that  a  house-tax  is  a  form 
of  direct  taxation  not  liable  to  the  same  objections  as  an 
income-tax,  and  indeed  liable  to  as  few  objections  of  any 
kind  as  perhaps  any  of  our  indirect  taxes.  But  it  would  be 
impossible  to  raiee,  by  a  house-tax  alone,  the  greatest  part 
of  the  revenue  of  Great  Britain,  without  producing  a  very 
objectionable  over-crowding  of  the  population,  through  the 
strong  motive  which  all  persons  would  have  to  avoid  the 
tax  by  restricting  their  house  accommodation.  Besides, 
even  a  house-tax  has  inequalities,  and  cousequent  injustices ; 
no  tax  is  exempt  from  them,  and  it  is  neither  just  nor  politic 
to  make  all  tlie  inequalities  fall  in  the  same  places,  by  calling 
upon  one  tax  to  defray  the  whole  or  the  chief  part  of  the 
public  expenditure.  So  much  of  the  local  taxation,  in  this 
country,  being  already  in  the  form  of  a  house-tax,  it  is  pro- 
table  that  ten  millious  a  year  would  be  fully  as  much  as  could 
beneficially  be  levied,  tln-ough  this  medium,  for  general 
purposes. 

A  certain  amoimt  of  revenue  may,  as  we  have  seen,  be 
obtained  without  injustice  by  a  peculiar  tax  on  rent. 
Besides  the  present  land-tax,  and  an  equivalent  for  the 
revenue  now  derived  from  stamp  duties  on  the  conveyance 
of  land,  some  further  taxation  might,  I  have  contended,  at 
some  future  period  be  imposed,  to  enable  the  state  to  par- 
ticipate in  the  progressive  increase  of  the  incomes  of  land- 
lords from  natural  causes.     Legacies  and  inheritances,  we 
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have  also  seen,  ought  to  be  subjected  to  taxation  sufficient 
to  yield  a  considerable  revenue.  With  these  taxes,  and  a 
house-tax  of  suitable  amount,  we  should,  I  think,  have 
reached  the  prudent  limits  of  dire<?t  taxation,  save  in  a 
national  emergency  so  urgent  as  to  justify  the  government 
in  disregarding  the  amount  of  inequahty  and  unfairness 
which  may  ultimately  be  found  inseparable  from  an  income- 
tax.  The  remainder  of  the  revenue  would  have  to  be  pro- 
vided by  taxes  on  consumption,  and  the  question  is,  which 
of  these  are  the  least  objectionable* 

§  2.  'Hiere  are  some  forms  of  indirect  taxation  which 
must  be  peremptorily  excluded.  Taxes  on  commodities,  for 
revenue  pmposes,  must  not  operate  as  protecting  duties, 
but  must  be  levied  impartially  on  every  mode  in  which  the 
articles  can  be  obtained,  whether  produced  in  the  country 
itself,  or  imported.  An  exclusion  must  also  be  put  upon  all 
taxes  on  the  necessaries  of  life,  or  on  the  materials  or  instru- 
ments employed  in  producing  those  necesfiarics.  Such 
taxes  are  always  liable  to  encroach  on  what  should  be  left 
untaxed,  the  incomes  barely  sufficient  for  liealtliful  exist- 
ence ;  and  on  the  most  favourable  supposition,  namely,  that 
wages  rise  to  compensate  the  labourers  for  the  tax,  it  oper- 
ates as  a  peculiar  tax  on  profits,  which  is  at  once  unjust, 
and  detrimental  to  national  wealth.*  What  remain  are 
taxes  on  luxuries.  And  these  have  some  properties  which 
strongly  recommend  them.  In  the  firbt  place,  they  can 
never,  by  any  possibility^  touch  those  whose  whole  income 
is  expended  on  necessaries ;  while  they  do  reach  those  by 

*  Some  argue  that  the  materialg  and  infitruments  of  all  production  should 
be  exempt  from  tasation ;  but  these^  wben  thev  do  not  enter  into  the  production 
of  necessaries,  seem  as  proper  subjecta  of  taxation  as  the  finished  article.  It  Is 
chiefly  with  reference  to  foreign  trade,  that  such  taxes  have  been  considered  in- 
jurioua.  Internationally  speaking,  they  may  be  looked  upon  as  export  duties, 
and,  unless  in  cases  io  which  an  export  dutr  is  advisable,  they  should  be  accom- 
panied with  an  equivalent  drawback  on  exportation.  But  there  is  no  sufficient 
reason  against  taxing  the  materials  and  instruments  used  in  the  production  of 
anything  which  is  itself  a  fit  object  of  taxation. 
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whom  what  k  required  for  neeesBariai^  h  expended  oa  in* 
dnlgences.  In  the  next  place,  they  operate  in  some  cases  i£ 
an  uBeful,  and  the  only  udefiil,  kind  of  snmptiuay  law*  I 
disclaim  all  asceticism,  and  by  no  means  wi&h  to  Bee  dis- 
couraged, either  by  law  or  opinion,  any  indolgeDce  (»o&^ 
tent  with  the  means  and  obligations  of  the  penoo  using  it) 
which  i^  sought  from  a  genuine  inclination  for^  and  enjoy- 
mttDt  of,  the  thing  it^lf ;  but  a  great  portion  of  the  expense 
of  the  higher  and  middle  clafisee  in  most  oountriee,  and  the 
Ektest  in  this,  is  not  incurred  for  the  sake  of  the  p] 
forded  by  the  things  on  which  the  money  is  spent, 
from  r^ard  to  opinion,  and  an  idea  that  certain  ejcpcncoc 
are  expected  from  them,  as  an  appendage  of  station ; 
cannot  but  think  that  expenditure  of  this  sort  is  a 
desirable  subject  of  taxation.  If  taxation  discourages  it, 
sotne  good  is  done,  and  if  not,  no  harm ;  for  in  so  far  as 
taxes  are  levied  on  things  wliich  are  desired  aud  p 
from  motives  of  this  description,  nobody  is  the  worse 
them.  When  a  thing  is  bought  not  for  its  use  but  for  its 
costliness,  cheapness  is  no  recoiiimendation.  As  Si&mondi 
remarks,  the  consequence  of  cheapening  articles  of  vanity, 
is  not  that  less  is  expended  on  such  things,  but  that  the 
buyei*8  substitute  for  the  cheapened  article  some  other  which 
is  more  costly,  or  a  uiore  elaborate  quality  of  tlie  same 
thing  ;  and  as  the  inferior  quality  answered  the  purpose  of 
vanity  equally  well  when  it  was  equally  expensive,  a  tax  on 
the  article  is  really  paid  by  nobody  :  it  is  a  creation  of  pub- 
lic revenue  by  which  nobody  loses** 

•  *'  Were  we  to  suppose  that  diamonds  cciuld  only  be  procured  from  one 
particular  and  distant  country,  and  pearJa  from  another,  aod  were  the  produce 
of  the  minea  m  the  former^  and  of  tlie  fialiery  in  the  latter,  from  the  operation 
of  naiuml  causes,  to  become  doubly  dlJficult  to  procure,  the  effect  would  merely 
be  that  ia  time  half  the  quantity  of  diamonds  and  pearls  would  be  sufficient  to 
mark  a  certain  opulence  and  rank,  that  it  had  before  been  neces^ry  to  employ 
for  tlmt  purpose?.  The  Bame  quantity  of  gold,  or  some  commodity  reducible  at 
klftflt  to  bl>our,  would  bo  required  to  produce  the  now  reduced  amount,  as  tlie 
lormer  larger  amount.  Were  the  dilEculty  interposed  by  ihe  regulations  of 
giiilatora it  could  make  lo  dUfereoce  to  the  fitne^ij  of  thea^ 


DIRECT   AND  INDIRECT  TAXES   COMPARED.  475 

§  3.  In  order  to  reduce  as  ranch  as  possible  the  incon- 
veniences, and  increase  tlic  advantages,  incident  to  taxes  on 
commodities,  the  foUoT^ing  are  the  practical  rules  whicli 
suggest  themselves.  1st.  To  raise  as  lai'ge  a  revenue  as 
conveniently  may  be,  from  those  classes  of  luxuries  which 
have  most  connection  with  vanity,  and  least  vrith  positive 
enjoyment ;  such  as  the  more  costly  qualities  of  all  kinds  of 
personal  equipment  and  ornament,  2dly.  Whenever  possi- 
ble, to  demand  the  tax,  not  from  the  producer,  but  directly 
from  the  consumer,  since  when  levied  on  the  producer  it 
raises  the  price  always  by  more,  and  often  by  much  more, 
than  the  mere  amount  of  the  tax.  Most  of  the  minor  as- 
sessed taxes  in  this  country  are  recommended  by  both  these 
considerations.  But  with  regard  to  horses  and  carriages, 
as  there  are  many  persons  to  whom,  from  health  or  consti- 
tution, these  are  not  so  much  luxuries  as  necessaries,  the  tax 
paid  by  those  who  have  but  one  riding  horse,  or  but  one 
carriage,  especially  of  the  clieaper  descriptions,  should  be 
low  ;  while  taxation  should  rise  very  rapidly  with  the  num- 
ber of  horses  and  carriages,  and  with  their  costliness.     3dly. 

articles  to  serTe  the  purposes  of  vanity  J*  Suppose  that  means  were  discovered 
whereby  the  physiological  process  which  generates  the  pearl  might  be  induced 
ad  libitum,  tbe  result  being  tliat  the  amount  of  labour  L*xpoudt'd  in  procuiijig 
each  pearl,  came  to  be  only  the  five  hundredth  part  of  what  it  was  before.  '*  The 
oltimate  efTect  of  such  a  change  would  depend  on  whether  the  fishery  were  free 
or  not*  Were  it  free  to  all^  as  pearla  could  he  got  ainaply  for  the  labour  of  fish- 
ing for  ihem,  a  string  of  them  might  he  had  for  a  few  pen<?e.  The  very  poorest 
clasa  of  society  could  therefore  afibrd  to  decorate  their  persons  with  thein.  They 
would  thus  soon  become  estremely  vulgar  and  unfashionable,  and  so  at  last 
valuelesa.  If  however  we  suppose  that  instead  of  the  fishery  being  fret^,  tbe 
legislator  owns  and  has  complete  command  of  the  place,  where  alone  pearls  are 
to  be  procured ;  as  the  progress  of  diseoTcry  advanced,  he  might  impose  a  duly 
on  tbem  equal  to  the  diminution  of  labour  necessary  to  proiiure  them.  They 
would  then  bo  as  much  esteemed  as  they  were  before.  What  simple  beauty 
they  have  would  remain  unchanged.  The  difficulty  to  be  surmounted  in  oi-der 
to  obtain  them  would  be  different^  but  eqnally  greftt,  and  they  woidd  tlierefore 
equally  serve  to  murk  the  opulence  of  those  who  possessed  them."  The  net 
revenue  obtained  by  such  a  tax  *^  would  not  cost  the  society  anything.  If  not 
abused  in  its  application,  it  would  be  a  clear  addition  of  so  much  to  the  resources 
of  the  community." — Rae,  New  Priudpies  of  Political  Economtf^  pp,  369-71. 
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But  as  tlie  only  indirect  taxes  which  yield  a  large  reTenue 
are  those  whicli  fall  on  articles  of  universal  or  very  general 
consiimptioii,  and  as  it  is  therefore  necesssary  to  have  some 
taxes  on  real  hixiiries,  that  is,  on  things  which  afford  pleas- 
ure in  themselves,  and  are  valued  on  that  account  rather 
than  for  their  cost ;  these  taxes  should,  if  possihle^  be  so  ad- 
justed as  to  fall  with  the  same  proportional  weight  on  smallj 
on  moderatGj  and  on  large  incomes.  This  is  not  an  easy  ■ 
matter  ;  since  the  things  which  are  the  subjects  of  the  more 
productive  taxes,  are  in  proportion  more  largely  consumed  _ 
by  tlio  poorer  members  of  the  commuuity  than  by  the  rich,  f 
Tea,  coffee,  sugar,,  tobacco,  fermented  drinks,  can  hardly  be 
so  taxed,  that  the  poor  shall  not  bear  more  than  their  due 
share  of  the  burthen.  Something  might  be  done  by  makina: 
the  duty  on  tlie  superior  qualities,  which  are  used  by  the 
richer  consumers,  much  higher  in  propoiiion  to  the  value, 
(instead  of  much  lower,  as  is  almost  imiversally  the  practice 
under  the  present  English  system) ;  but  in  some  cases  the  M 
difficulty  of  at  all  adjusting  the  duty  to  the  value,  so  as  to 
prevent  evasion,  is  said,  with  what  truth  I  know  not,  to  be 
insuperable ;  so  that  it  is  thought  necessary  to  levy  the 
same  fixed  duty  on  all  the  qualities  alike  ;  a  flagrant  injust- 
ice to  the  poorer  class  of  contributors,  unless  compensated 
by  tlie  existence  of  other  taxes  from  which,  as  from  the 
present  income-tax,  they  are  altogether  exempt.  4thly.  As 
far  as  is  consistent  with  the  preceding  rules,  taxation  should 
rather  be  concentrated  on  a  few  articles  than  diffiised  over 
many,  in  order  that  the  expenses  of  collection  may  be 
smaller,  and  that  as  few  employments  as  possible  may  be 
burthensomely  and  vexatiously  interfered  with.  6thly. 
Among  luxuries  of  general  consuraption,  taxation  should  by 
preference  attach  itself  to  stimulants,  because  these,  though 
in  themselves  as  legitimate  indulgences  as  any  others^  are 
more  liable  than  most  others  to  be  used  in  excess,  bo  that 
the  check  to  consumption,  naturally  arising  from  taxation^ 
is  on  the  whole  better  applied  to  them  than  to  other  things. 
6thly.  As  far  as  other  considerations  permit,  taxation  should 
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be  confined  to  imported  articles,  Biiice  these  ean  be  taxed 
witli  a  less  degree  of  vexatious  interierence,  and  with  fewer 
incidental  bad  effects,  than  when  a  tax  is  levied  on  the  field 
or  on  the  workshop.  Custom  duties  are,  eceleri^  parihifSy 
mnch  less  objectionable  than  excise :  but  thej  must  be  laid 
only  on  things  which  either  eannotj  or  at  least  will  not,  be 
produced  in  the  country  itself;  or  else  their  production  there 
must  be  prohibited  (as  in  England  is  the  case  with  tobacco,) 
or  subjected  to  an  excise  duty  of  equivalent  amount.  Tthly. 
No  tax  ought  to  be  kept  so  high  as  to  fiirnish  a  motive  to 
its  evasioiij  too  strong  to  be  counteracted  by  ordinary  means 
of  prevention :  and  especially  no  commodity  should  be  taxed 
90  highly  as  to  raise  up  a  class  of  lawless  characters, 
smugglers,  illicit  distillers,  and  the  like. 

Of  the  excise  and  custom  duties  lately  existing  in  this 
country,  all  which  are  intrinsically  unfit  to  form  part  of  a 
good  system  of  taxation,  have,  since  the  last  reforms  by 
Mr,  Gladstone,  been  got  rid  of.  Among  these  are  all  duties 
on  ordinary  articles  of  food,  whether  for  human  beings  or 
for  cattle  ;  those  on  timber,  as  falling  on  the  materials  of 
lodging,  which  is  one  of  the  necessaries  of  life  ;  all  duties  op 
the  metals,  and  on  implements  made  of  them  ;  taxes  on 
soap,  which  is  a  necessary  of  cleanlinesSj  and  on  tallow,  the 
material  both  of  that  and  of  some  other  necessaries ;  the  tax 
on  paper,  an  indispensable  instrument  of  almost  all  business 
and  of  most  kinds  of  instruction.  The  duties  which  now 
yield  nearly  the  whole  of  the  customs  and  excise  revenue, 
those  on  sugar,  coffee,  tea,  wine,  beer,  spirits,  and  tobacco, 
are  in  themselves,  where  a  large  amount  of  revenue  is  neces- 
sary, extremely  proper  taxes  ;  but  at  present  grossly  mijust, 
from  the  disproportionate  w^eight  with  which  they  press  on 
the  poorer  classes  ;  and  some  of  them  (those  on  spirits  and 
tobacco)  are  so  high  as  to  cause  a  considerable  amoimt  of 
smuggling.  It  is  probable  that  most  of  these  taxes  ^ight 
beai'  a  great  reduction  without  any  material  loss  of  reve- 
nue.  In  what  manner  the  finer  articles  of  manulacture, 
consumed  by  the  rich,  might  most  advantageously  be  taxed, 
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1  mtiJBt  leave  to  be  decided  by  those  who  have  the  requisite 
practical  knowledge.  The  difficulty  would  be,  to  effect  it 
without  an  inadmisgible  degree  of  interlerence  with  produc- 
tion. In  countries  which,  like  the  United  States,  import 
the  principal  part  of  the  finer  manufactures  which  they  con- 
sume, there  is  little  difficulty  in  the  matter :  and  even  where 
nothing  is  imported  but  the  raw  material,  that  may  be 
taxed,  especially  the  qualities  of  it  which  are  exclusively 
employed  for  the  fabrics  used  by  the  richer  class  of  con- 
sumers. Thus,  in  England  a  high  custom  duty  on  raw  silk 
would  be  consifitent  with  principle ;  and  it  might  perhaps 
be  practicable  to  tax  the  finer  qualities  of  cotton  or  linen 
yam,  whether  spun  in  the  country  itself  or  imported. 
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§  1,  The  question  must  now  be  considered,  how  far  it 
is  right  or  expedient  to  raise  money  for  the  purposes  of  gov- 
ernment, not  bj  laying  on  taxes  to  the  amoinit  required, 
but  by  taking  a  portion  of  the  capital  of  the  coimtry  in  the 
form  of  a  loan,  and  charging  the  public  revenue  with  only 
the  interest.  Kotliiog  needs  be  said  about  providing  for 
temporarj^  wants  by  taking  up  money  ;  for  instance,  by  an 
issue  of  exchequer  billSj  destined  to  be  paid  off,  at  furthest 
in  a  year  or  two,  from  the  proceeds  of  the  existing  taxes. 
This  is  a  conyenient  exjDedient,  and  when  the  government 
does  not  possess  a  treasure  or  hoard,  is  often  a  necessary 
one,  OB  the  occurrence  of  extraordinary  expenses,  or  of  a 
temporary  failure  in  the  ordinarj  sources  of  revenue.  Wbat 
we  have  to  discuss  is  the  propriety  of  contracting  a  national 
debt  of  a  permanent  character ;  defraying  the  expenses  of  a 
war^  or  of  any  season  of  difficulty,  by  loans,  to  be  redeemed 
either  very  gradually  and  at  a  distant  period,  or  not  at  alh 

This  question  has  already  been  touched  upon  in  the  First 
Book.*  "We  remarked,  that  if  the  capital  taken  in  loans  is 
abstracted  from  funds  either  engaged  in  production,  or  des- 
tined to  be  employed  in  it,  their  diversion  from  that  purpose 
is  equivalent  to  taking  the  amount  from  the  wages  of  the 
labouring  classes.  Borrowing,  in  this  case,  is  not  a  substi- 
tute for  raising  the  supplies  within  the  year.  A  govemnient 
which  borrows  does  actually  take  the  amount  within  the 
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year,  and  that  too  by  a  tax  exclusively  on  the  labouring  1 
classes :  than  which  it  could  have  done  nothing  woi-se,  if 
it  had  supplied  its  wants  by  avowed  taxation  ;  and  in  that 
case  the  transaction,  and  its  evils,  would  have  ended  with 
the  emergency  ;  while  by  the  circuitous  mode  adopted,  the 
value  exacted  from  the  labourers  is  gained,  not  by  the  state, 
but  by  the  employers  of  labour,  tlie  state  remaining  charged 
with  the  debt  besides,  and  with  its  interest  in  perpetuity. 
Tlie  system  of  public  loans,  in  such  circumstances,  may  be 
prououneed  the  very  worst  which,  in  the  present  state  of 
civilization,  is  still  included  in  the  catalogue  of  financial  ex- 
pedients. 

We  however  remarked  that  there  are  other  circum- 
stances in  which  loans  are  not  chargeable  with  these  perni- 
cious consequences :  namely,  first,  when  what  is  borrowed  is 
Ibreign  capital,  the  overflowings  of  the  general  accumula- 
tion of  the  world ;  or,  secondly,  when  it  is  capital  which 
either  would  not  have  been  saved  at  all  unless  this  mode  of 
investment  had  been  open  to  it,  or  after  being  saved,  would 
have  been  wasted  in  unproductive  enterprises,  or  sent  to 
seek  employment  in  foreign  countries.  When  the  progress 
of  accumulation  has  reduced  profits  either  to  the  ultimate 
or  to  the  practical  minimum, — to  the  rate,  less  than  whicli 
would  either  put  a  stop  to  the  increase  of  capital,  or  send 
the  whole  of  the  new  accumulations  abroad ;  governmeut 
may  annually  intercept  these  new  accumulations,  witliout 
trencbing  on  the  employment  or  wages  of  the  labouring 
classes  in  the  country  itself,  or  perhaps  in  any  other  country. 
To  this  extent,  therefore,  the  loan  system  may  be  carried, 
without  being  liable  to  the  utter  and  peremptory  coudemnsr 
tjon  which  is  due  to  it  when  it  overpasses  this  limit.  Wliat 
is  wanted  is  an  index  to  determine  whether,  in  any  given 
series  of  years,  as  during  the  last  great  war  for  example,  the 
limit  has  been  exceeded  or  not. 

Such  an  index  exists,  at  once  a  certain  and  an  obvious 
one.  Did  the  government,  by  its  loan  operations,  augment 
the  rate  of  interest  ?    If  it  only  opened  a  channel  for  capital 
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which  would  not  otherwise  have  been  accumulated,  or 
which,  if  acciiimdated,  would  not  have  been  employed 
within  the  country  ;  this  implies  that  the  capital,  which  the 
government  took  and  expendedj  could  not  have  found  em- 
ployment at  the  existing  rate  of  interest.  So  long  as  the 
loans  do  no  more  than  absorb  this  surplus,  they  prevent  any 
tendency  to  a  fall  of  the  rate  of  interest,  but  they  cannot 
occasion  any  rise.  When  they  do  raise  the  rate  of  interest, 
as  they  did  in  a  most  extraordinary  degree  during  the 
French  warj  this  is  positive  proof  that  the  government  is  a 
competitor  for  capital  with  the  ordinary  channels  of  produc- 
tive investment,  and  is  eanying  off,  not  merely  funds  which 
would  not,  but  funds  which  would,  have  found  productive 
employment  within  the  country.  To  the  full  extent,  there- 
fore, to  which  tlie  loans  of  government,  during  the  war, 
caused  the  rate  of  interest  to  exceed  what  it  was  before,  and 
what  it  has  been  since,  those  loans  are  chargeable  with  all 
the  evils  which  have  been  described.  If  it  be  objected  that 
interest  only  rose  because  profits  rose,  I  reply  that  tliis  does 
not  weaken,  but  strengthens,  the  argument.  If  the  govern- 
ment loans  produced  the  rise  of  profits  by  the  great  amount 
of  capital  which  they  absorbed,  by  what  means  can  they  have 
had  this  effect,  unless  by  lowering  the  wages  of  labour  ?  It 
wUl  perhaps  be  said,  that  what  kept  profits  high  during  the 
war  was  not  the  drafts  made  on  the  national  capital  by  the 
loans,  but  the  rapid  progress  of  industrial  improvements. 
This,  m  a  great  measure,  was  the  fact ;  and  it  no  doubt  al- 
leviated the  hardship  to  the  labouring  classes,  and  made  the 
financial  system  which  was  pursued  less  actively  misehiev- 
ouSj  but  not  less  contrary  to  principle.  These  very  im- 
provements in  industry,  made  room  for  a  larger  amount  of 
capital ;  and  the  government,  by  draining  away  a  great  part 
of  the  annual  accumulations,  did  not  indeed  prevent  that 
capital  from  existing  ultimately,  (for  it  started  into  existence 
with  great  rapidity  after  the  peace,)  but  prevented  it  from 
existing  at  the  time,  and  subtracted  just  so  much,  while  the 
war  lasted,  from  distribution  among  productive  labourers. 
47 
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K  the  government  had  abstained  from  taking  this  capital  Dy 
loan,  and  had  allowed  it  to  reach  the  labourers,  but  had 
raised  the  supplies  which  it  required  by  a  direct  tax  on  the 
labouring  classses,  it  would  have  produced  (in  everj^  respect  ■ 
but  the  expense  and  iucouvenieuce  of  collecting  the  tax)  the 
very  same  economical  eflFects  which  it  did  produce,  except 
that  we  should  not  now  have  had  the  debt.  The  course  it  ■ 
actually  took  was  therefore  worse  tlian  the  very  worst  mode 
which  it  could  possibly  have  adopted  of  raising  the  supplies 
within  the  year:  and  the  only  excuse,  or  justification,  which 
it  admits  of,  (so  far  as  that  excuse  could  be  truly  pleaded)  was 
hard  necessity  ;  the  impossibility  of  raising  so  enormous  an 
annual  sura  by  taxation,  without  resorting  to  taxes  which 
from  their  odiousness,  or  from  the  facility  of  evasion,  it  \ 
would  have  been  found  impracticable  to  enforce. 

When  government  loans  are  limited  to  the  overflowings! 
of  the  national  capital,  or  to  tliose  accumulations  which 
would  not  take  place  at  all  unless  suflered  to  overflow,  they 
are  at  least  not  hable  to  this  grave  condemnation  :  they  oc- 
casion no  privation  to  any  one  at  the  time,  except  by  the  ■ 
payment  of  the  interest,  and  may  even  be  beneficial  to  the 
labouring  class  during  the  term  of  their  expenditure,  by 
employing  in  the  direct  purchase  of  labour,  as  that  of  soldiers, 
sailors,  &e.j  funds  which  might  otherwise  have  quitted  the 
country  altogether.   In  this  case  therefore  the  question  really  y 
is,  what  it  is  commonly  supposed  to  be  in  all  cases,  namely,  a  I 
choice  between  a  great  sacrifice  at  once,  and  a  small  one  in-  ~ 
definitely  prolonged.     On  this  matter  it  seems  rational  to 
think,  that  the  prudence  of  a  nation  will  dictate  the  same 
conduct  as  the  prudence  of  an  individual ;  to  submit  to  as 
much  of  the  privation  immediately,  as  can  easily  be  borne,  ■ 
and  only  when  any  further  burthen  would  distress  or  crip-  f 
pie  them  too  much,  to  provide  for  the  remainder  by  mort- 
gaging their  fiitiu'e  income.     It  is  an  excellent  maxim  to 
make  present  resources  suffice  for  present  wants  ;  the  future 
will  have  its  own  wants  to  provide  for.    On  the  other  hand, 
it  may  reaaonably  be  taken  into  con&ideration  that  u 
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country  increasing  in  wealth,  the  necessary  expenses  of  gov- 

Iernment  do  not  inci'eai?e  in  the  same  ratio  as  capital  or  pop- 
ulation ;  any  burthen,  therefore,  is  always  less  and  less  felt : 
and  since  those  extraordinary  exjienses  of  governnient  which 

I  are  lit  to  he  incurred  at  all,  are  mostly  beneficial  heyond  the 
existing  generation,  there  is  no  injustice  in  making  posterity 
pay  a  part  of  the  price,  if  the  iiiconTenience  would  be  ex- 
treme of  defraying  the  whole  of  it  by  the  exertions  and 
sacrifices  of  the  generation  which  first  incurred  it. 

§  2.  When  a  coimtiy,  wisely  or  unwisely,  has  bur- 
thened  itself  with  a  debt,  is  it  expedient  to  take  steps  for  re- 
deeming that  debt  ?  In  principle  it  is  impoasible  not  to 
maintain  the  affirmatiye.  It  is  true  that  the  payment  of 
the  interest,  when  the  creditors  are  members  of  the  same 
community,  is  no  national  loss,  but  a  mere  transfer,  Tlie 
transfer,  however,  being  compulsory,  is  a  serious  evil,  and 
the  raisiug  a  great  extra  revenue  by  any  system  of  taxation 
necessitates  so  much  expense,  vexation,  disturbance  of  the 
channels  of  industry,  and  other  mischiefs  over  and  above 
the  mere  payment  of  the  money  wanted  by  the  government, 
that  to  get  rid  of  the  necessity  of  such  taxation  is  at  all 
times  worth  a  considerable  effort.  The  same  amount  of 
sacrifice  which  w^ould  have  been  worth  incuning  to  avoid 
contracting  the  debt,  it  is  worth  while  to  incur,  at  any  sub- 
sequent timej  for  the  purpose  of  extinguishing  it. 

Two  modes  have  been  contemplated  of  paying  off  a  na- 
tional debt :  either  at  once  by  a  general  contribution,  or 
gradually  by  a  surplus  revenue.  The  fij^t  w^ould  be  incom- 
parably the  best,  if  it  were  practicable ;  and  it  would  be 
practicable  if  it  could  justly  be  done  by  assessment  on  prop- 
■  erty  alone.  If  property  bore  the  whole  interest  of  the  debt, 
property  mighty  with  great  advantage  to  itself,  pay  it  off; 
since  this  would  be  merely  surrendering  to  a  creditor  the 
principal  sum,  the  whole  annual  proceeds  of  which  were 
already  his  by  law ;  and  would  be  equivalent  to  what  a 
landowner  does  when  he  sells  part  of  his  estate,  to  free  the 
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remainder  from  a  mortgage.  But  property,  it  needs  hardly 
be  Baid,  does  not  pay,  and  cannot  justly  be  required  to 
pay,  the  whole  interest  of  the  debt.  Some  indeed  affirm 
that  it  can,  on  the  plea  that  the  existing  generation  is  only 
bound  to  pay  the  debts  of  its  predecessors  from  the  assets  it 
has  received  from  them,  and  not  from  the  produce  of  its  own  J 
industry.  But  has  no  one  received  any  tiling  from  previous  n 
generations  except  those  who  have  succeeded  to  property  ?  j 
Ib  the  whole  difference  between  the  earth  as  it  is,  with  itsM 
clearings  and  improvements,  its  roads  and  canals,  its  towns  ^ 
and  mannfactoriesj  and  the  earth  as  it  was  when  the  first 
human  being  set  foot  on  it,  of  no  benefit  to  any  but  those 
who  are  called  the  owners  of  the  soil  ?  Is  the  capital  accti- 
mnlated  by  the  labour  and  abstinence  of  all  former  genera- 
tions of  no  advantage  to  any  but  those  who  have  succeeded 
to  the  legal  ownership  of  part  of  it  ?  And  have  we  not  in- 
herited a  mass  of  acquired  knowledge,  both  scientific  and 
empirical,  due  to  the  sagacity  and  induetiy  of  those  who 
preceded  us,  the  benefits  of  which  are  the  common  wealth 
of  all  ?  Those  who  are  bom  to  the  ownership  of  property 
have,  in  addition  to  these  common  benefits,  a  separate  inher- 
itance, and  to  this  diflPerence  it  is  right  that  advertence 
should  be  had  in  regulating  taxation.  It  belongs  to  the 
general  financial  system  of  the  coimtry  to  take  due  accomit 
of  this  principle,  and  I  have  indicated,  as  in  my  opinion  a 
proper  naode  of  taking  account  of  it,  a  considerable  tax  on 
legacies  and  inheritances.  Let  it  be  determined  directly  and 
openly  what  is  due  from  property  to  the  state,  and  from  the 
state  to  property,  and  let  the  institutions  of  the  state  be  reg- 
ulated accordingly.  Whatever  is  tlie  fitting  contribution 
from  property  to  the  general  expenses  of  the  state,  in  the 
same,  and  in  no  greater  proportion  should  it  contribute 
towards  either  the  interest  or  the  repayment  of  the  national  - 
debt.  I 

This,  however,  if  admitted,  is  fatal  to  any  scheme  for  the 
extinction  of  the  debt  by  a  general  assessment  on  the  com- 
munity-    Persons  of  property  could  pay  their  sliare  of  the 
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amomit  by  a  sacrifice  of  property^  and  have  tbe  same  net 
income  .is  before  ;  but  if  tbose  who  bave  no  accumulations, 
but  only  incomes,  were  required  to  make  up  by  a  single 
payment  the  equivalent  of  the  annual  cbarge  laid  on  them 
by  the  taxes  maintained  to  pay  tbe  interest  of  tbe  debt,  they 
could  only  do  so  by  incurring  a  private  debt  equal  to  their 
share  of  the  public  debt ;  while,  from  the  inBufficiency,  in 
most  case«,  of  tbe  security  which  they  coiild  give,  tbe  inter- 
est would  amount  to  a  mucli  larger  annual  sum  than  their 
share  of  that  now  paid  by  tbe  state-  Besides,  a  collective 
debt  defrayed  by  taxes,  has  over  the  same  debt  parcelled 
out  among  individuals^  tbe  immense  advantage,  that  it  is 
virtually  a  mutual  insurance  among  the  contributoi's.  If 
tbe  fortune  of  a  contributor  diminisbes,  bis  taxes  diminish  ; 
if  he  is  ruinedj  they  cease  altogether,  and  his  portion  of  tbe 
debt  18  wholly  transferred  to  the  solvent  members  of  the 
comm unity «  K  it  were  laid  on  him  as  a  private  obligation, 
he  would  still  be  liable  to  it,  even  when  penniless. 

When  tbe  state  possesses  property,  in  land  or  otherwise, 
which  there  are  not  strong  reasons  of  public  utility  for  its 
retaining  at  its  disposal,  this  should  be  employed,  as  far  as 
it  will  go,  in  extinguishing  debt.  Any  casual  gain,  or  god- 
send, IS  natm*ally  devoted  to  the  same  pui'pose.  Beyond 
this,  the  only  mode  wbich  is  both  just  and  feasible,  of  extin- 
guishing or  reducing  a  national  debt,  is  by  means  of  a  sur- 
plus revenue. 


I 


§  3.     Tbe  desirableness,  per  se^  of  maintaining  a  surplus 
for  this  pui-pose  does  not,  I  think,  admit  of  a  doubt.     We 
sometimes,  indeed,  hear  it  said  that  the  amount  should 
rather  be  left  to  "  frnetity  in  the  pockets  of  the  people." 
■    This  is  a  good  argument,  as  far  as  it  goes,  against  levying 
taxes  unnecessarily  for  purposes  of  unproductive  expendi- 
ture, but  not  against  paying  off  a  national  debt.    For,  what 
I    is  meant  by  the  word  fructify  ?     If  it  means  anything,  it 
I    means  productive  employment ;  and  as  an  argument  against 
I    taxation,  we  must  miderstand  it  to  assert,  that  if  the  amount 
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were  left  witli  the  people  they  would  pave  it,  and  eonvert  it 
into  capital.  It  is  probable,  iDcleecl,  tbat  tlioy  would  save  aj 
part,  but  extremely  improbable  that  tbey  would  save  the 
whole  :  while  if  taken  by  taxation,  and  employed  in  paying 
off  debt,  the  whole  is  saved,  and  made  prodnctive.  To  the 
fundh older  who  receives  the  payment  it  is  already  capital, 
not  revenue,  and  he  will  make  it  *'  fructify,"  that  it  may 
continue  to  afford  him  an  income.  The  objection,  therefore^  ■ 
is  not  only  groundless,  but  the  real  argument  is  on  the  other 
side :  the  amount  is  much  more  certain  of  fructifying  if  it  is  - 
not  *^  letl;  in  the  pockets  of  the  people.'^  f 

It  is  not,  however^  advisable  in  all  cases  to  maintain  a 
surplus  revenue  for  the  extinction  of  debt.     Tlie  advantage 
of  paying  off  tlie  national  debt  of  Great  Britain,  for  instance, 
is  that  it  would  enable  us  to  get  rid  of  the  worse  half  of  our 
taxation.     But  of  this  worse  half  some  portions  must  be 
worse  than  others,  and  to  get  rid  of  tho^e  would  be  a  greater 
benefit  proportionally  than  to  get  rid  of  the  rest.     If  ra^fl 
nouncing  a  sui^-^lus  revenue  would  enable  us  to  dispense 
with  a  tax,  we  ought  to  consider  the  veiy  worst  of  all  onr 
taxes  as  precisely  the  one  wliich  we  are  keeping  up  for  the 
sake  of  ultimately  abolishing  taxes  not  so  bad  as  itself.     In 
a  country  advancing  in  wealth,  whose  increasing  revenue  J 
gives  it  tlie  power  of  ridding  itself  Irom  time  to  time  of  thefl 
most  inconvenient  portions  of  its  taxation,  I  conceive  tbat " 
the  increase  of  revenue  should  rather  be  disposed  of  by  tak- 
ing off  taxes,  than  by  liquidating  debt,  as  long  as  any  very  I 
ohjectionable  imposts  remain.     In  the  present  state  of  Eng- 1 
land^  therefore,  I  hold  it  to  be  good  policy  in  the  govern-] 
ment,  when  it  has  a  surplus  of  an  apjiarently  permanent 
character,  to  take  off  taxes,  provided  these  are  rightly  se-i 
lected.     Even  when  no  taxes  remain  but  such  as  are  not  I 
unfit  to  form  part  of  a  permanent  system,  it  is  wise  to  con-j 
tinue  the  same  policy  by  experimental  reductions  of  those^ 
taxes,  until  the  point  is  discovered  at  wliicb  a  given  amount 
of  revenue  can  be  raised  with  the  smallest  pressure  on  the 
contributors.     After  this,  such  surplus  revenue  as  might 
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arise  from  any  further  increase  of  the  produce  of  the  taxes, 
should  not,  I  conceivej  be  remittedj  but  applied  to  the  re- 
demption of  debt.  Eventual] J,  it  might  be  expedient  to  ay** 
propriate  the  entire  produce  of  particular  taxes  to  tliis  pm*- 
pose ;  since  there  would  be  more  assui'ance  that  the  liqui- 
dation would  be  persisted  in^  if  the  fuud  destined  to  it  were 
kept  apart,  and  not  blended  with  the  general  revenues  of 
the  state.  The  succession  duties  would  be  peculiarly  suited 
to  such  a  purpose,  since  taxes  paid  as  they  are,  out  of  capi- 
tal, would  be  better  employed  in  rennbursing  capital  than 
in  defraying  current  expenditure.  If  this  separate  appro- 
priation were  made,  any  surplus  afterwards  arising  from  the 
increasing  produce  of  the  other  taxes,  and  from  the  saA^ing 
of  interest  on  the  successive  portions  of  debt  paid  off,  might 
form  a  ground  for  a  remission  of  taxation. 

It  has  been  contended  that  some  amount  of  national  debt 
is  desirable,  and  almost  indispensable,  as  an  investment  for 
the  savings  of  the  poorer  or  more  inexperienced  pail  of  the 
commxmity.  Its  convenience  in  that  respect  is  undeniable ; 
but  (besides  that  the  progress  of  industry  is  gradually 
affording  other  modes  of  investment  almost  as  safe  and  un- 
troublesome,  such  as  the  shares  or  obligations  of  great  pub- 
lic companies)  the  only  real  superiority  of  an  investment  in 
the  funds  consists  in  the  national  guarantee,  and  this  could 
be  afforded  by  other  means  than  that  of  a  public  debt,  in- 
volving compulsory  taxation.  One  mode  which  would  an- 
swer the  pui'pose,  would  be  a  national  bank  of  deposit  and 
discount,  with  ramifications  throughout  the  country ;  which 
might  receive  any  money  confided  to  it,  and  either  fund  it 
at  a  fixed  rate  of  interest,  or  allow  interest  on  a  fioating  bal- 
ance, like  the  joint  stock  banks  ;  the  interest  given  being  of 
course  lower  than  the  rate  at  which  iBdividuals  can  borrow, 
in  proportion  to  the  greater  security  of  a  government  invest- 
ment ;  and  the  expenses  of  the  establishment  being  defrayed 
by  the  difference   between   the   interest   which   the  bank 

L would  pay,  and  that  which  it  would  obtain,  by  lendmg  its 
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no  insuperable  objections  in  principle,  nor,  I  should  think^ 
in  practice,  to  an  institution  of  this  sort,  as  a  means  of  sup- 
plying the  same  convenient  mode  of  investment  now  afford- 
ed by  the  public  funds.  It  would  constitute  the  state  a 
great  insurance  company,  to  insure  that  part  of  the  com- 
munity who  live  on  the  interest  of  their  property,  against 
the  risk  of  losing  it  by  the  bankruptcy  of  those  to  whom 
they  might  otherwise  be  under  the  necessity  of  confiding  it. 


OHAPTEE  Yni. 

OF  THE  ORDLNAKY  FUNCTIONS  OF   GOVERNMENT,  CONSIBEBED 
AS  TO  THEIR  ECONOMICAL  EFFECTS, 


§  1,  Before  we  discuss  the  line  of  demarcation  between 
the  things  with  which  govemmeiit  shoiildj  and  those  with 
which  they  should  not,  directly  interfere,  it  is  necessary  to 
consider  the  economical  effects,  whether  of  a  bad  or  of  a 
good  eomplexionj  arising  from  the  manner  in  which  they 
acquit  themselves  of  the  duties  which  devolve  on  them  in 
all  societies,  and  which  no  one  denies  to  be  incumbent  on 
them. 

The  first  of  these  is  the  protection  of  person  and  proper- 
ty. There  is  no  need  to  expatiate  on  the  influence  exer- 
cised over  the  economical  interests  of  society  by  the  degree 
of  completeness  with  which  this  duty  of  government  is  per- 
formed. Insecurity  of  person  and  property,  is  as  much  as 
to  say,  uncertainty  of  the  connexion  between  all  human 
exertion  or  sacriiice,  and  the  attainment  of  the  ends  for  the 
sake  of  which  they  are  undergone.  It  means,  uncertainty 
whether  they  who  sow  shall  reap,  whether  they  who  pro- 
duce shall  consume,  and  they  who  spare  to-day  shall  enjoy 
to-morrow.  It  meanSj  not  only  that  labour  and  frugality 
are  not  the  road  to  acquisition,  but  that  violence  is.  When 
person  and  property  are  to  a  certain  degree  insecure,  all  the 
possessions  of  the  weak  are  at  the  mercy  of  the  strong.  No 
one  can  keep  what  he  has  produced,  unless  lie  is  more  ca- 
pable of  defending  itj  than  others  who  give  no  part  of  their 
time  and  exertions  to  useful  industry  are  of  taking  it  from 
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liim.  The  productive  classes,  tbereforej  wlien  the  insecnritj 
surpasses  a  certain  point,  being  nnequal  to  their  own  pro- 
tection against  the  predatory  population,  are  ohhged  to 
place  themselves  individually  in  a  Btate  of  dependence  on 
some  member  of  the  predatory  claBSj  that  it  may  be  his  in- 
terest to  shield  tliem  from  all  depredation  except  his  own. 
Ill  tins  manner,  in  tlie  middle  ages,  allodial  property  gene- 
rally became  feudal,  and  nmnbers  of  the  poorer  freemen 
voluntai'lly  made  themselves  and  their  posterity  serfs  of 
some  military  lord, 

NevertlielesSj  in  attaching  to  this  great  requisite,  secu- 
rity of  pereon  and  property,  the  importance  which  is  justly 
due  to  it,  we  must  not  forget  that  even  for  economical  pur- 
poses there  are  other  things  quite  as  indispensable,  the  pres- 
ence of  wlilch  will  often  make  up  for  a  very  considerable 
degree  of  impertection  in  the  protective  arrangements  of 
government.  As  was  observed  in  a  previous  cliaptcrj*  tlie 
free  cities  of  Italy,  Flanders,  and  the  Hanseatie  league,  were 
habitually  iu  a  state  of  such  internal  turbulence,  varied  by 
such  destructive  external  wars,  that  pei"son  and  property 
enjoyed  veiy  imperfect  protection  ;  yet  during  eeveral  cen- 
turies they  increased  rapidly  in  wealth  and  prosperity, 
brought  mauy  of  the  industrial  arts  to  a  high  degree  of  ad- 
vancement, carried  on  distant  and  dangerous  voyages  of  ex- 
ploration and  connnerce  with  extraordinary  success,  became 
an  ovennatch  iu  power  for  the  greatest  feudal  lords,  and 
could  defend  thcmselveB  even  against  the  sovereigns  of  En- 
rope  :  because  in  the  midst  of  turmoil  and  violence,  the  citi- 
arens  of  those  towns  enjoyed  a  certain  rude  freedom,  under 
conditions  of  union  apd  co-operation,  which,  taken  together^ 
made  tliem  a  brave,  energetic,  and  high-spirited  people,  and 
fostered  a  great  amount  of  public  spirit  and  patriotism* 
The  prosperity  of  these  and  other  free  states  in  a  lawless 
agCj  shows  that  a  certain  degree  of  insecurity,  in-some  com- 
binations of  circumstances,  has  good  as  well  as  bad  eflFects, 
by  making  energy  and  practical  ability  the  conditions  of 

*  Supra,  vol  I  p,  1 54* 
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safety.  Insecurity  paralyzes,  only  when  it  is  6ue!i  in  nature 
and  in  degree,  that  no  energy,  of  which  mankind  in  general 
are  capahle,  affords  any  tolerable  means  of  self-protection. 
And  this  is  a  main  reason  why  oppression  by  the  govern- 
ment^ whose  power  is  generally  irre&istible  by  any  efforts 
that  ean  be  made  by  individuals,  has  so  niucli  more  baneful 
an  effect  on  the  springs  of  national  prosperity,  than  almost 
any  degree  of  lawlessness  and  turbulence  under  free  institu- 
tions. Nations  have  acquired  some  wealth,  and  made  some 
progress  in  improvement,  in  states  of  social  union  so  im- 
perfect as  to  border  on  anarchy  :  but  no  countries  in  which 
the  people  were  exposed  without  limit  to  arbitrary  exactions 
from  the  officers  of  government,  ever  yet  continued  to  have 
indnstty  or  wealth.  A  few  generations  of  such  a  govern- 
ment never  fail  to  extinguish  both.  Some  of  the  tairest, 
and  once  the  most  prosperous,  regions  of  the  earth,  have, 
under  the  Roman  and  afterwards  under  the  Turkish  domin- 
ion, been  reduced  to  a  desert,  solely  by  that  cause.  I  say 
solely,  because  they  would  have  recovered  with  the  utmost 
rapidity,  as  countries  always  do,  from  the  devastations  of 
war,  or  any  otlier  temporary  calamities.  Difficulties  and 
hardships  are  often  but  an  incentive  to  exertion  :  what  is 
fatal  to  it,  is  the  belief  that  it  will  not  be  suffered  to  produce 
its  fruits, 

§  2.  Simple  over-taxation  by  government,  though  a  great 
evil,  is  not  comparable  in  the  economical  part  of  its  mischiefs 
to  exactions  mneli  more  moderate  in  amount,  which  either 
subject  the  contributor  to  the  arbitrary  mandate  of  govern- 
ment officers,  or  are  so  laid  on  as  to  place  still,  induBtry,  and 
frugality,  at  a  disadvantage.  The  burthen  of  taxation  in  our 
own  country  is  very  great,  yet  as  every  one  knows  its  limit, 
and  is  seldom  made  to  pay  more  than  he  expects  and  cal- 
culates on,  and  as  tlic  modes  of  taxation  are  not  of  such  a 
kind  as  much  to  impair  the  motives  to  industry  and  economy, 
the  sources  of  prosperity  are  little  diminished  by  the  pressure 
of  taxation  ;  they  may  even,  as  some  think,  be  increased,  by 


K 


the  extra  exertions  made  to  compensate  for  the  pressure  of 
the  taxes.  But  iu  the  barbarous  despotisms  of  many  conn- 
tries  of  the  East,  where  taxation  consists  in  fastening  upon 
those  who  have  succeeded  in  acquiring  something,  in  order 
to  confiscate  it,  unless  tlie  possessor  bnys  its  release  by  sub- 
mitting to  give  some  large  sum  as  a  compromise,  we  cannot 
expect  to  find  voluntary  industry,  or  wealth  derived  from  any 
source  but  plunder.  And  even  in  corapai-atively  civilized 
coimtries,  bad  modes  of  raising  a  revenue  have  had  effects 
similar  in  kind,  though  in  an  inferior  degree.  French  writers 
before  the  Kevolution  represented  the  taille  as  a  main  cause 
of  the  backward  state  of  agriculture,  and  of  the  wretched 
condition  of  the  rural  population  ;  not  from  its  amount,  but 
because,  being  proportioned  to  the  visible  capital  of  the  cul- 
tivator, it  gave  him  a  motive  for  appearing  poor,  which 
sufficed  to  turn  the  scale  in  favour  of  indolence.  The  arbi- 
trary powers  also  of  fiscal  officers,  of  intendants  and  subdc- 
Uxjues^  were  more  destructive  of  prosperity  than  a  far  larger 
amount  of  exactions,  because  they  destroyed  security :  there 
was  a  marked  superiority  in  the  condition  of  ikmpayii  d'itaUy 
which  were  exempt  from  this  scourge.  The  universal  venal- 
ity ascribed  to  Eussian  functionaries,  must  be  an  immense 
drag  on  the  capabilities  of  economical  improvement  possessed 
so  abimdantly  by  the  Russian  empire :  since  the  emoluiiieuts 
of  public  officers  must  depend  on  the  success  with  which  they 
can  multiply  vexations,  for  the  purpose  of  being  bought  off 
by  bribes. 

Yet  mere  excess  of  taxation,  even  when  not  aggravated 
by  uncertainty,  is,  independently  of  its  injustice,  a  serious 
economical  evil.  It  may  be  carried  so  far  as  to  discourage 
industry  by  insufficiency  of  reward.  Yery  long  before  it 
reaches  this  point,  it  prevents  or  greatly  checks  accumular 
tioii,  or  causes  the  capital  accumulated  to  be  sent  for  invest- 
ment to  foreign  countries.  Taxes  which  fall  on  profits,  even 
though  that  kind  of  income  may  not  pay  more  than  its  just 
share,  necessarily  diminish  tlie  motive  to  any  saving  except 
tor  investment  in  foreign  countries  where  profits  are  higher* 
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Holland,  for  example,  seems  to  have  long  ago  reached  the 
practical  minimum  of  profits :  already  in  the  last  century 
her  wealthy  capitalists  had  a  great  part  of  their  fortunes  in- 
vested in  the  loans  and  joint-stock  speculations  of  other  coun- 
tries ;  and  this  low  rate  of  profit  is  ascribed  to  the  heavy  tax- 
ation, which  had  been  in  some  measure  forced  on  her  by  the 
circumstances  of  her  position  and  history*  The  taxes  indeed, 
besides  their  great  amonntj  were  many  of  them  on  neces- 
saries, a  kind  of  tax  peculiarly  injurious  to  industry  and  accu- 
mulation. But  when  the  aggregate  amount  of  taxation  is 
very  great,  it  is  inevitable  that  recourse  must  be  had  lor  part 
of  it  to  taxes  of  an  objectionable  character.  And  any  taxes 
on  consumption,  when  heavy,  even  if  not  operating  on  profits, 
have  sometliiiig  of  the  same  effect ,  by  driving  persons  of 
moderate  means  to  live  abroad,  often  taking  their  capital 
with  them.  Although  I  by  no  means  join  with  those 
political  economists  who  think  no  state  of  national  exist- 
ence desirable  in  which  there  is  not  a  rapid  increase  of 
wealth,  I  cannot  overlook  the  many  disadvantages  to  an 
independent  nation  from  being  brotiglit  prematurely  to  a 
stationary  state,  while  the  neighbouring  countries  continue 
advancing. 

§  3.  The  subject  of  protection  to  person  and  property, 
considered  as  afforded  by  government,  ramifies  widely,  into 
a  number  of  indirect  channelB,  It  embraces,  for  example, 
the  whole  subject  of  the  perfection  or  inefficiency  of  the 
means  provided  for  the  ascertainment  of  rights  and  the  re- 
dress of  injuries.  Person  and  property  cannot  be  considered 
seciire  where  the  administration  of  justice  is  imperfect,  either 
from  defect  of  integrity  or  capacity  in  the  tribunals,  or  because 
the  delay,  vexation,  and  expense  accompanying  their  oper- 
ation impose  a  heavy  tax  on  those  who  appeal  to  them,  and 
make  it  preferable  to  submit  to  any  endurable  amount  of  the 
evils  which  they  are  designed  to  remedy.  In  England  there 
is  no  fault  to  he  found  with  the  administration  of  justice,  in 
point  of  pecuniary  integrity ;  a  result  which  the  progress  of 


BOOK  y. 


Bocial  improvement  may  also  be  supposed  to  have  brougbt 
about  in  several  other  nations  of  Europe.  But  legal  and 
judicial  imperfections  of  other  kinds  are  abundant;  and,  in 
England  especially,  are  a  large  abatement  from  the  value  of 
the  services  which  the^  government  renders  back  to  the 
people  in  retiun  for  our  enormous  taxation.  In  the  fii'st 
place,  the  incognoscibihty  (as  Bentham  termed  it)  of  tlie 
law,  and  its  extreme  imeertainty,  even  to  those  who  best 
know  it*  render  a  resort  to  the  tribunals  often  necessary  for 
obtaining  justice,  when,  there  being  no  dispute  as  to  facts, 
no  Htigation  ought  to  be  required.  In  the  next  place,  the 
procedure  of  the  tribunals  is  so  replete  with  delay,  vexation, 
and  expense,  that  the  price  at  which  justice  is  at  last  obtained 
is  an  evil  outweighing  a  very  considerable  amoimt  of  injust- 
ice ;  and  the  wrong  side,  even  that  which  the  law  considers 
such,  has  many  chances  of  gaining  its  point,  through  the 
abandonment  of  litigation  by  the  other  party  for  want  of 
funds,  or  through  a  compromiBe  in  which  a  sacrifice  is  made 
of  just  rights  to  terminate  the  suit,  or  through  some  technical 
quirk,  ivhereby  a  decision  is  obtained  on  some  other  ground 
than  the  merits.  This  last  detestable  incident  often  happens 
without  blame  to  the  judge,  under  a  system  of  law,  of  which 
a  great  pait  rests  on  no  rational  principles  adapted  to  the 
present  state  of  society,  but  was  originally  founded  partly  on 
a  kind  of  whims  and  conceits,  and  partly  on  the  principles 
and  incidents  of  feudal  tenure,  (which  now  survive  only  ^s 
legal  fictions ;)  and  has  only  been  very  imperfectly  adapted, 
as  cases  arose,  to  the  changes  which  had  taken  place  in  society. 
Of  all  parts  of  the  English  legal  system,  the  Court  of  Chan- 
cery, which  has  the  best  substantive  law,  has  hitherto  been 
incomparably  the  w^orst  as  to  delay,  vexation,  and  expense ; 
and  this  is  the  only  tribunal  for  most  of  the  classes  of  cases 
w^hich  are  in  their  nature  the  most  complicated,  such  as  cases 
of  partnership,  and  the  great  range  and  variety  of  cases  which 
come  under  the  denomination  of  trust.  The  recent  reforms 
in  this  Court  have  abated  the  mischief,  but  are  still  far  from 
having  removed  it. 
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Fortunately  for  tlie  prosperity  of  England,  the  greater 
part  of  the  mercantile  law  is  comparatively  modern,  aod 
was  made  by  the  tribunals,  by  the  simple  process  of  recog- 
nisiug  and  giving  force  of  law  to  the  usages  which,  from 
motives  of  convenience,  had  grown  up  among  merchants 
themselves :  so  that  this  part  of  the  law,  at  least,  was  sub- 
stantially made  by  those  who  were  most  interested  in  its 
goodness :  while  the  defects  of  the  tiibunals  have  been  the 
less  practically  pernicious  in  reference  to  commercial  trans- 
actionSj  because  the  importance  of  credit,  which  depends  on 
character,  renders  the  restraints  of  opinion  (though,  as  daily 
experience  proves,  an  insufficient)  yet  a  very  powerfnlj  pro- 
tection  against  those  forms  of  mercantile  dishonesty  which 
are  generally  recognised  as  such- 

Tlie  imperfections  of  the  law,  both  in  its  substance  and 
in  its  procedure,  fall  heaviest  upon  the  interests  connected 
with  what  is  technically  called  real  property  ;  in  the  general 
langnage  of  European  jmisprudence,  immoveable  property. 
With  respect  to  all  this  portion  of  the  wealth  of  the  com- 
munity, the  law  fails  egregionsly  in  the  protection  which  it 
undertakes  to  provide.  It  fails,  first,  by  the  uncertainty, 
and  the  maze  of  technicalities,  which  niako  it  impossible  for 
any  one,  at  however  great  an  expense,  to  possess  a  title  to 
land  which  he  can  positively  know  to  be  unassailable.  It 
fails,  secondly,  in  omitting  to  provide  due  evidence  of  trans- 
actions, by  a  proper  registration  of  legal  docxmients.  It 
fails,  thirdly,  by  creating  a  necessity  for  operose  and  expen- 
sive instruments  and  formalities  (independently  of  fiscal 
burthens)  on  occasion  of  the  purchase  and  sale,  or  even  the 
lease  or  mortgage,  of  immoveable  property.  And,  foui-tlily, 
it  fails  by  the  intolerable  expense  and  delay  of  la%v  proceed 
ings,  in  almost  all  cases  in  which  real  pi-operty  is  concerned. 
There  is  no  doubt  that  the  greatest  suflerers  by  the  defects 
of  the  higher  courts  of  civil  law  are  the  landowners.  Legal 
expenses,  either  those  of  actual  litigation,  or  of  the  prepara- 
tion of  legal  instniinents,  form,  I  appreliend,  no  inconsidera- 
ble item  in  the  annual  expenditure  of  most  persons  of  large 
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landed  pro^iertr,  and  tbe  saleable  value  of  their  land  is 
greatly  impiiired,  by  the  difficiJty  of  giving  to  the  buyer 
complete  confidence  in  the  title ;  independently  of  the  legal 
expenses  which  accompany  the  transfer.  Yet  the  land- 
ownei*s,  though  they  have  been  masters  of  the  legislation  of 
England,  to  Bay  the  least  since  168Sj  have  never  made  a 
single  move  in  the  direction  of  laM'  reformj  and  have  been 
strennoos  opponents  of  some  of  the  improvements  of  which 
they  would  more  particularly  reap  the  benefit ;  especially 
that  great  one  of  a  registration  of  contracts  affecting  land, 
which  when  proposed  by  a  Connnission  of  eminent  real 
property  lawyerSj  and  introduced  into  the  Iloose  of  Com- 
mons by  Lord  Campbellj  was  so  offensive  to  the  general  body 
of  landlords,  and  was  rejected  by  so  large  a  majority,  as  to 
have  long  discouraged  any  repetition  of  the  attempt.  Hds 
irrational  hostility  to  improvement,  in  a  case  in  which  their 
own  interest  wonld  be  the  most  benefited  by  it,  must  be 
ascribed  to  an  intense  timidity  on  the  subject  of  their  titles? 
generated  by  the  defects  of  the  very  law  which  they  refuse 
to  alter ;  and  to  a  conscious  ignorance,  and  incapacity  of 
judgment,  on  all  legal  subjects^  which  makes  them  help- 
lessly defer  to  the  opinion  of  their  professional  advisers, 
heedless  of  the  fact  that  every  imperfection  of  the  law,  in 
proportion  as  it  is  bnrthensome  to  them,  brings  gain  to  the 
lawyer. 

In  so  far  as  the  defects  of  legal  arrangements  are  a  mere 
hnrthen  on  the  lando\\Tier,  they  do  not  much  affect  the 
sources  of  production  ;  but  the  uncertainty  of  the  title 
under  which  land  is  heldj  must  often  act  m  a  great  dis- 
couragement to  the  expenditixre  of  capital  in  its  improve- 
ment ;  and  the  expense  of  making  transfers,  operates  to 
prevent  land  fi'oni  coming  into  the  hands  of  those  who  would 
use  it  to  most  advantage  ;  often  amounting,  in  the  case  of 
small  purchases,  to  more  than  the  price  of  the  land,  and 
tantamount,  therefore,  to  a  prohibition  of  the  purchase  and 
sale  of  land  in  small  portions,  unless  in  exceptional  circum- 
stances.    Such  pnrchaseSj  however,  are  almost  everywhere 
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extremely  de&iraljle,  there  being  liardlj  any  eoimtry  in 
which  landed  propertj  is  not  either  too  much  or  too  Uttle 
Biibdivided,  requiring  either  that  great  estates  should  be 
broken  down,  or  that  small  ones  should  be  bought  up  and 
cousolidated.  To  make  land  as  easily  transferable  as  stock, 
would  be  one  of  the  greatest  economical  improvements 
which  could  be  bestowed  on  a  country ;  and  has  been 
Bhovvn,  again  and  again,  to  have  no  ii]sui>erable  difficulty 
attending  it. 

Besides  the  excellences  or  defects  that  belong  to  the  law 
and  judicature  of  a  comitry  as  a  system  of  arrangements  for 
attaining  direct  practical  ends,  much  also  depends,  even  in 
an  economical  point  of  view,  upon  the  moral  influences  of 
the  law.  Enough  has  been  said  in  a  former  place,*  on  the 
degree  in  which  both  the  industrial  and  all  other  combined 
operations  of  mankind  depend  for  efficiency  on  their  being 
able  to  rely  on  one  another  for  prolnty  and  fidelity  to 
engagements ;  from  which  we  see  how  greatly  even  the 
economical  prosperity  of  a  country  is  liable  to  be  affected, 
by  anything  in  its  institutions  by  which  either  integrity 
and  trustworthiness,  or  the  contrary  qualities,  are  encour- 
aged. The  law  everywhere  ostensibly  favours  at  least  pecu- 
niary honesty  and  the  faith  of  contracts ;  but  if  it  affords 
facilities  for  evadiug  those  obligations,  by  trick  and  chican- 
ery^ or  by  the  unscrupulous  use  of  riches  in  instituting  un- 
just or  resisting  just  litigation ;  if  there  are  ways  and  means 
by  which  pei'sons  may  attain  the  ends  of  roguery,  under  the 
apparent  sanction  of  the  law ;  to  that  extent  the  law  is 
demoralizing,  even  in  regard  to  pecuniary  integrity.  And 
such  cases  are,  unfortunately,  frequent  under  the  Enghsh  sys- 
tem. If,  again,  the  law,  by  a  misplaced  indulgence,  protects 
idleness  or  prodigality  against  their  natural  consequences, 
or  dismisses  crime  with  inadequate  penalties,  the  effect, 
both  on  the  prudential,  and  on  the  social  Tirtucs,  is  un- 
favourable. When  the  law,  by  its  own  dispensations  and 
injunctions,   establishes  iniustice  between  individual   and 
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individual ;  as  all  laws  do  which  recognise  any  fonn  of 
slavery ;  as  the  laws  of  all  countries  do,  though  not  all  in 
the  same  degree,  in  respect  to  the  family  relations ;  and  as 
the  laws  of  many  countries  do,  though  in  still  more  unequal 
degrees,  as  between  rich  and  poor ;  the  eflTect  on  the  moral 
sentiments  of  the  people  is  still  more  disastrous.  But  these 
subjects  introduce  considerations  so  much  larger  and  deei)er 
than  those  of  political  economy,  that  I  only  advert  to  them 
in  order  not  to  pass  wholly  unnoticed,  things  superior  in 
importance  to  those  of  whidi  I  treat. 


CHAPTER  IX, 


THE  SAME  SUBJECT  COXTDfUED. 


§  1.  Haying  spoken  thus  far  of  the  effects  produced 
by  the  excellences  or  defects  of  the  general  syBtem  of  the 
law,  I  shall  now  toucli  upon  those  resulting  from  the  special 
character  of  particular  parts  of  it.  As  a  selection  must  be 
made,  I  shall  confine  myself  to  a  few  leading  topics.  The 
portions  of  the  civil  law  of  a  country  which  are  of  most 
importance  economically  (nest  to  those  which  determine  the 
status  of  the  labourerj  as  slave,  serf,  or  free),  are  those  rela* 
ting  to  the  two  subjects  of  Inheritance  and  Contract,  Of 
the  laws  relating  to  contract,  none  are  more  important 
economically,  than  the  laws  of  partnership,  and  those  of 
insolvency.  It  happens  that  on  all  these  three  pointSj 
there  is  just  ground  for  condemning  some  of  the  provisions 
of  the  English  law. 

With  regard  to  Inheritance,  I  have,  i«  an  early  chapter, 
considered  the  general  principles  of  the  subject,  and  sug- 
gested what  appear  to  me  to  be,  putting  all  prejudices  apart, 
the  best  dispositions  which  the  law  could  adopt.  Freedom 
of  bequest  as  the  general  rule,  but  limited  by  two  things ; 
first,  that  if  they  are  descendants,  who,  being  unable  to 
provide  for  themselves,  would  become  burthensome  to  the 
state,  the  equivalent  of  whatever  the  state  would  accord  to 
tbem  should  be  reserved  fi-om  the  property  for  their  benefit : 
and  secondly,  that  no  one  person  should  be  permitted  to 
acquire  by  inheritance,  more  than  the  amount  of  a  moderate 
independence.  In  case  of  intestacy,  the  whole  property 
to  escheat  to  the  state :  which  should  be  bound  to  make  a 
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just  and  reasonable  proTision  for  de&eendaD^  that  is,  such 
a  provision  as  the  parent  or  ancestor  onght  to  Lave  made, 
their  circumstances,  capacities,  and  mode  of  biinging  up 

being  considered. 

The  laws  of  inheritance,  however,  have  probabl j  sevoral 

phases  of  improvement  to  go  through,  before  ideas  so  far 
removed  from  present  modes  of  tliinking  will  be  taken  into 
serious  consideration  :  and  as,  among  the  recognised  modes 
of  determining  t!ie  succession  to  property,  some  must  l)e 
better  and  others  worse,  it  is  necessary  to  consider  which  of  _ 
them  deserves  the  preference.  As  an  intermediate  conrse,  ■ 
therefore,  I  would  recommend  the  extension  to  all  property, 
of  the  present  English  law  of  inheritance  affecting  personal 
property  (freedom  of  bequest,  and,  in  case  of  intestacy, 
equal  division) :  except  tliat  no  rights  should  l>e  acknowl- 
edged in  collaterals,  and  that  the  property  of  those  who  have 
neither  descendants  nor  ascendants,  and  make  no  will, 
should  escheat  to  the  state.  M 

The  laws  of  existing  nations  deviate  from  these  maxims 
in  two  opposite  ways.  In  England,  and  in  most  of  the 
countries  where  the  influence  of  feudality  is  stni  felt  in  the 
laws,  one  of  the  objects  aimed  at  in  respect  to  land  and 
other  immoveable  property,  is  to  keep  it  together  in  large 
masses :  accordingly,  in  cases  of  intestacy,  it  passes,  gener- 
ally speaking  (for  the  local  custom  of  a  few  places  is  differ- 
ent), exclusively  to  the  eldest  son.  And  though  the  rule  of 
primogeniture  is  not  binding  on  testators,  who  in  England 
have  nominally  the  power  of  beqiieathiug  their  property  as 
they  please,  any  proprietor  may  so  exercise  this  power  as  to 
deprive  his  suceesBOi-s  of  itj  by  entailing  the  property  on  one 
particular  line  of  his  descendants :  which,  besides  preventing 
it  from  passing  by  inheritance  in  any  other  than  the  pre- 
scribed manner,  is  attended  with  the  incidental  consoquenco 
of  precluding  it  from  being  sold  ;  since  each  successive  pos- 
sessor, having  only  a  life  interest  in  the  property,  cannot 
alienate  it  for  a  longer  period  than  his  own  life.  In  some 
other  countries,  such  as  France,  the  Iaw%  on  the  contrarVi 
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compels  division  of  inlicritaiiced ;  not  only,  in  case  of 
intestacy,  sharing  tlie  property,  both  real  and  peri^onal, 
equally  among  all  the  children,  or  (if  thei-e  are  no  chil- 
dren) among  all  relatives  in  the  same  degree  of  propin- 
quity ;  but  also  not  recognising  any  power  of  bequest,  or 
recogniging  it  over  only  a  limited  portion  of  tlie  property,  the 
remainder  being  subjeeted  to  compulsory  equal  diviBion. 

Xeitlier  of  these  system^^  I  apprehend,  was  introduced, 
or  is  perhaps  maintained,  in  the  conntrieB  where  it  exists, 
from  any  general  considerations  of  justice,  or  any  foresight 
of  economical  consequences,  but  chiefly  from  political 
motives;  in  the  one  case  to  keep  up  large  hereditary 
fortnnes,  and  a  landed  aristocracy  ;  in  tlie  other,  to  break 
these  down,  and  prevent  their  resurrci-tion.  The  first 
object,  as  an  aim  of  national  policy,  I  conceive  to  be  emi- 
nently undesirable:  with  regard  to  the  second,  1  have 
pointed  out  what  seems  to  me  a  better  mode  of  attaining 
it.  The  merit,  or  demerit,  however,  of  either  purpose, 
belongs  to  the  genei*al  science  of  politics,  not  to  the  limited 
department  of  that  science  which  is  here  treated  of.  Each 
of  the  two  systems  is  a  real  and  efficient  instroment  for  the 
purpose  intended  by  it ;  but  each,  as  it  appears  to  me, 
achieves  that  purpose  at  the  cost  of  much  mischief. 


§  2.  There  are  two  arguments  of  an  economical  char- 
acter, wdiich  are  urged  in  favour  of  primogeniture.  One  is, 
the  stimulus  applied  to  the  uidustry  and  ambition  of  young- 
er eliOdren,  by  leaving  them  to  be  the  arcliitects  of  their 
own  fortunes.  This  ai-gument  was  put  by  Dr.  Johnson  in 
a  maimer  more  forcible  than  complimentury  to  an  hereditary 
aristocracy,  when  he  said,  by  way  of  recommendation  of 
primogeniture,  that  it  "  makes  but  one  fool  in  a  family." 
It  is  curious  that  a  defender  of  aristocratic  institutions 
should  be  the  person  to  assert  that  to  inherit  such  a  fortune 
as  takes  away  any  necessity  for  exertion,  is  generally  fatal  to 
activity  and  strength  of  mind  :  in  the  present  state  of  educa- 
tion, however,  the   proposition,  witli   some  allowance  for 
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exaggcrationj  may  be  admitted  to  be  true.  But  whatever 
force  there  is  in  the  argument^  counts  in  favour  of  Hniiting 
the  eldestj  as  well  as  all  the  other  childrenj  to  a  mere  pro- 
%*isiou,  and  dispeiising  with  even  the  "  one  fool "  whom  Dr  _ 
Johnson  was  willhig  to  tolerate.  If  unearned  riches  are  &o9 
peiTiicions  to  the  character,  one  does  not  see  whj,  in  order  to 
withhold  tlic  poison  from  the  junior  members  of  a  family, 
there  should  be  no  way  but  to  unite  all  their  sei'^ai-ate  por- 
tions, and  ailminister  thera  ui  the  lai^est  possible  dose 
to  one  selected  victim^  It  caunot  be  neces^arj^  to  inflict  this 
great  evil  ou  the  eldest  sou,  for  want  of  knowing  what  else 
to  do  with  a  large  fortune.  I 

Some  ^Titers,  however,  look  upon  the  effect  of  prinio- 
geniture  in  stimnlating  industry,  as  depending,  not  so  much 
on  the  poverty  of  the  younger  children,  as  on  the  contrast 
between  that  poverty  and  the  riches  of  the  elder ;  thinking  . 
it  indispensable  to  the  acti^-ity  and  energy  of  the  hive,  that! 
there  should  be  a  huge  drone  here  and  there,  to  impress  thej 
working  bees  with  a  due  sense  of  the  advantages  of  honey. 
''  Tlieir  iuferiority  in  point  of  wealth,"  says  Mr.  M'Cnlloch,  _ 
speaking  of  the   younger  children,  "  and  their  desire  tof 
escape  from  this  lower  station,  and  to  attain  to  tlie  same 
level  with  their  elder  brothers,  inspires  them  with  an  energy  « 
and  vigour  they  could  not  otherwise  feel.    Bui  the  advantage^ 
of  preserving  large  estates  from  being  frittered  dowii  by  a 
scheme  of  equal  division,  is  not  limited   to  its   influence 
over  the  younger  children  of  theii'  owners.     It  raises  uni- 
versally the  standard  of  competencCj  and  gives  new  force  iom 
the  sjuings  which  set  industry  in  motion.     The  manner  of  ^ 
living  among  the  great  landlords  is  that  in  which  every  one 
is  ambitious  of  being  able  to  indulge ;  and  their  Imbits  of 
expense,  though  sometimes  injmious  to  themselves,  act  as 
powerful  incentives  to  the  ingenuity  and  enterprise  of  the 
other  classes,  who  never   think  their  fortunes  sufficiently 
ample,  unless  they  will  enable  them  to  emulate  the  splendour 
of  the  richest  landlords ;  so  that  the  custom  of  primogeniture 
seems  to  render  all  classes  more  industriousj  and  to  augmentj 
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at  the  Bame  time,  tlie  mass  of  wealth  and  tlie  scale  of 
enjoyment,"  * 

Tlie  portion  of  troth,  I  can  hardly  say  contained  in  these 
observations,  but  recalled  by  them,  I  apprehend  to  bCy  that 
a  state  of  complete  equality  of  fortnnes  ^vonld  not  be  favour- 
able to  active  exertion  for  the  increase  of  wealth,  Speahing 
of  the  mass,  it  is  as  true  of  wealth  as  of  most  other  distine- 
tions — of  talent,  knowledge,  virtue, — that  those  who  already 
have,  or  think  they  have,  as  ranch  of  it  as  tiieir  neighbonrs, 
will  seldom  exert  themselves  to  acquire  more.  But  it  is  not 
therefore  necessary  that  society  should  provide  a  set  of  per- 
sons with  large  fortunes,  to  fulfil  the  social  duty  of  standing 
to  be  looked  at,  with  envy  and  admiration,  by  the  aspiring 
poor,  Tlie  forhmes  which  people  have  acquired  for  tliem- 
selves  J  answer  the  pui-pose  quite  as  well,  indeed  much  bet- 
ter; since  a  person  is  more  powerfully  stimulated  by  the 
example  of  somebody  who  has  earned  a  fortune,  than  by  the 
mere  sight  of  somebody  who  possesses  one  ;  and  the  former 
IB  necessarily  an  example  of  prudence  and  fjngality  as  well 
as  industry,  while  the  latter  much  oftener  sets  an  example 
of  profuse  expense,  which  spreads,  with  pernicious  effect,  to 
the  very  class  on  whom  the  sight  of  riches  is  supposed  to 
have  so  beneficial  an  influence,  namely,  those  whose  weak- 
ness of  mind,  and  taste  for  ostentation,  makes  "  the  splen- 
dour of  the  richest  landlords"  attract  them  with  the  most 
potent  spell.  In  America  there  are  few  or  no  hereditary 
fortunes ;  yet  industrial  energy,  and  the  ardour  of  accumu- 
lation, are  not  supposed  to  be  particularly  backwai'd  in  that 
part  of  the  world,  Wlien  a  country  has  once  fairly  entered 
into  the  industrial  career,  which  is  the  principal  occupation 
of  the  modern,  as  war  was  that  of  the  ancient  and  medieeval 
world,  the  desire  of  acquisition  by  industry  needs  no  fac- 
titious stimulus :  the  advantages  naturally  inherent  in  riches, 
and  the  character  they  assume  of  a  test  by  which  talent  and 

*  Principles  of  Political  Etonmny^  ed.  1843,  p.  2M.  There  b  muck  more 
to  the  same  effect  in  the  uiore  reecut  treatise  by  the  satne  author^  **  On  the  Suc- 
cession to  Property  vacant  by  DeatL" 
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sticeess  in  life  are  liabitoally  measured,  are  an  ample  security 
for  their  being  pursued  with  sufficient  intensity  and  zeal. 
As  to  the  deeper  consideration,  that  the  diffusion  of  wealth, 
and  not  its  concentration,  is  desirable,  and  that  the  more 
wholesome  state  of  eociety  is  not  that  in  which  immense 
fortunes  are  possessed  by  a  lew  and  coveted  by  all,  but  that 
in  which  the  greatest  possible  numbers  possess  and  are  con-     , 
tented  with  a  moderate  competency^  which  all  may  hope  to  ■ 
acquire  ;  I  refer  to  it  in  this  place,  only  to  show,  how  widely  " 
separated,  on  social  questions,  is  the  entire  mode  of  thought 
of  the  defendei's  of  primogeniture,  from  that  which  is  par- 
tially promulgated  in  the  present  treatise. 

The  otlier  economical  ai'gument  in  favour  of  primogeni- 
ture,  lias  special  reference  to  landed  property.  It  is  con- 
tended, that  the  habit  of  dividing  inheritances  equally,  or 
with  an  approach  to  equality,  among  childreuj  promote  the 
subdivision  of  land  into  portions  too  small  to  admit  of  being 
cidtivated  in  an  advantageous  mamier.  Tliis  argument, 
eternally  reproduced^  has  again  and  again  been  refnted  by 
English  and  Continental  writers.  It  proceeds  on  a  suppo- 
sition entirely  at  variance  with  that  on  which  all  the  theorems 
of  political  economy  are  grounded.  It  assumes  that  mankind 
in  general  will  habitually  act  in  a  manner  opjposed  to  their 
immediate  and  obvious  pecuniary  interest.  For  the  division 
of  the  inheritance  does  not  necessarily  imply  division  of  the 
land  ;  which  may  be  held  in  common,  as  is  not  unfrequently 
the  case  in  France  and  Belgium ;  or  may  become  the  prop- 
erty of  one  of  the  coheirs,  being  charged  with  the  shares  of 
the  other  by  th^  way  of  mortgage ;  or  they  may  sell  it  j 
outright,  and  divide  the  proceeds.  When  the  division  of  tha  j 
land  would  dhninish  its  productive  power,  it  is  the  direct 
interest  of  the  heirs  to  adopt  some  one  of  these  arrangements. 
Supposing,  however,  what  the  argument  assmnes,  that  either 
from  legal  difficulties  or  from  their  own  stupidity  and  bar- 
barism, they  would  not,  if  left  to  themselves,  obey  the  die* 
tates  of  this  obvious  interest,  but  would  insist  upon  cutting  ! 
up  the  land  bodily  into  equal  parcels,  with  the  effect  of  iiu- 
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poverislimg  themselves  ;  tliis  would  be  an  objection  to  a  law 


such  as 


sts  in  France,  of  ( 


ilso 


but 
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compuisory  divisioo, 
no  reason  why  testators  should  l>e  discouraged  iVoin  exer- 
cising the  right  of  bequest  in  general  eontbrmitj  to  the  rule 
of  equality,  since  it  would  always  be  in  their  power  to  pro- 
vide tliat  the  division  of  the  inheritance  should  take  jdaee 
without  dividing  the  laud  itself.  That  the  attempts  of  the 
advocates  of  pi'iniogeniture  to  make  out  a  ease  by  facts 
against  the  custom  of  equal  division,  are  equally  abortive, 
has  been  shown  in  a  former  place.  In  all  countries^  or  parts 
of  counti'ies,  in  which  the  division  of  inheritances  is  accom- 
panied by  small  holdings,  it  is  because  small  holdings  are  the 
general  system  of  the  country,  even  on  the  estates  of  the 
great  proprietor. 

Unless  a  strong  case  of  social  utility  can  be  made  out  for 
primogeniture,  it  stands  sufficiently  condenmed  by  the  gen- 
eral prhiciples  of  justice ;  being  a  broad  distinction  in  the 
treatment  of  one  person  and  of  auotherj  grounded  solely  on 
an  accident.  There  is  no  need,  therefore,  to  make  out  any 
case  of  economical  evil  ^f^am*??^  primogeniture.  Sucli  a  case, 
howeverj  and  a  very  strong  one,  may  be  made.  It  is  a  natu- 
ral effect  of  primogeniture  to  make  the  landlords  a  needy 
class*  The  object  of  the  inetitution,  or  custom,  is  to  keep 
the  land  together  in  large  masses,  and  this  it  commonly  ac- 
complislies ;  but  the  legal  proprietor  of  a  large  domain  is 
not  necessarily  the  iotPit  Jide  owner  of  the  whole  income 
which  it  yields.  It  is  usually  charged,  in  each  generation, 
with  provisions  for  the  other  children.  It  is  often  charged 
still  more  heavily  by  the  iniprndent  expenditure  of  the  pro- 
prietor* Great  landowners  are  generally  improvident  in 
their  expenses;  they  live  up  to  their  incomes  when  at  the 
highest,  and  if  any  change  of  circumstances  diminishes  tiieir 
resources,  some  time  elapses  before  they  make  up  their 
minds  to  retrench.  Spendthrifts  in  other  classes  are  ruined, 
and  disappear  Irom  society;  l>ut  the  spendthrift  landlord 
usually  holds  fast  to  his  land,  even  when  he  has  become  a 
mere  receiver  of  its  rents  for  tlie  benefit  of  creditors.  The 
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same  desire  to  keep  up  the  *^  splendour ''  of  the  family, 
which  gives  rise  to  the  custom  of  primogeniture,  indisposes 
the  owner  to  sell  a  part  in  order  to  set  free  the  remainder; 
their  apparent  are  tlierefore  habitually  greater  than  their 
real  means,  and  tliey  are  under  a  perpetual  temptation  to 
proportion  their  expenditure  to  the  former  rather  than  to 
the  latter.  From  such  causes  as  tliese,  in  almost  all  coun- 
tries of  great  landowners,  the  majority  of  landed  estates  are 
deeply  mortgaged ;  and  instead  of  having  capital  to  spare 
for  improvements,  it  requires  all  the  increased  value  of  land, 
caused  by  the  rapid  increase  of  the  wealth  and  population 
of  the  country^  to  preserve  the  class  from  being  impover- 
ished. 

§  3,     To  avert  this  impoverishment,  reconrse  was  had  to 
the  contrivance  of  entails^  whereby  the  order  of  succession 
was  irrevocably  fixed,  and  each  holder,  having  only  a  life 
interest,  was  nnable  to  burthen  his  successor.     Tlie  land 
thus  passing,  free  from  debt,  into  the  possession  of  the  heir, 
the  family  could  not  be  ruined  by  the  improvidence  of  its 
existing  representative.     The  economical  evils  arising  from 
this  disposition  of  property  were  partly  of  the  same  kind,    M 
partly  different,  but  on  the  whole  greater,  than  those  arising    " 
from  primogeniture  alone,     Tlie  possessor  eonld  not  now      , 
ruin  his  successors,  but  he  conld  still  rnin  himself:  he  was   ■ 
not  at  all  more  likely  than  in  the  former  case  to  have  tlie 
means  necessary  for  impro^'ing  the  property  :  while,  even  if 
lie  had,  he  was  still  less  likely  to  employ  them  for  that  pur-    ■ 
pose,  when  the  Itencfit  was  to  accrue  to  a  person  whom  the 
entail  made  independent  of  him,  while  he  had  probably 
younger  children  to  provide  for,  in  whose  favour  he  could 
not  now  charge  the  estate.     While  thus  disabled  from  being 
himself  an  improver,  neither  could  he  sell  the  estate  to     _ 
somebody  who  would;    since  entail   precludes   alienation.    I 
In  general  he  has  even  been  nnable  to  grant  leases  beyond     " 
the  tenn  of  his  own  life ;  "  for,*'  says  Blackstone,  "  if  such 
leases  had  been  valid,  then,  under  cover  of  long  leasee,  the 
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issue  iniglit  have  been  rirtnally  disinherited;"  and  it  lias 
been  necessary  in  Great  Britain  to  relax,  by  statute,  the 
rigour  of  entails,  in  order  to  allow  either  of  long  leases,  or 
of  the  execution  of  improvements  at  the  expense  of  the 
estate.  It  may  be  added  that  the  heir  of  entail,  being 
assnred  of  succeeding  to  the  family  property,  however  imde- 
serving  of  it,  and  being  aware  of  this  from  his  earliest  years, 
has  much  more  than  the  ordinary  chances  of  growing  up 
idle,  dissipated,  and  profligate. 

In  England  the  power  of  entail  is  more  limited  by  law, 
than  in  Scotland  and  in  most  other  countries  where  it  exists. 
A  landowner  can  settle  his  property  upon  any  number  of 
persona  successively  who  are  living  at  the  time,  and  upon 
one  nnboni  person,  on  w^iose  attaining  age  of  twenty-one, 
the  entail  expires,  and  the  land  becomes  his  absolute  prop- 
erty. An  estate  may  in  this  manner  be  transmitted 
through  a  son,  or  a  son  and  grandson,  living  wdien  the 
deed  is  executed,  to  an  unborn  child  of  that  grandson. 
It  has  been  maintained  that  this  power  of  entail  is  not 
sufficiently  extensive  to  do  any  mischief;  in  tmth,  how- 
ever, it  is  much  larger  than  it  seems.  Entails  very  rarely 
expire  ;  the  fii'st  heir  of  entail,  when  of  age,  joins  with  the 
existing  possessor  in  resettling  the  estate,  so  as  to  prolong 
the  entail  for  a  further  term.  Large  properties,  therefore, 
are  rarely  free  for  any  considerable  period,  from  the 
restraints  of  a  strict  settlement ;  though  the  mischief  is  in 
one  respect  mitigated,  since  in  the  renewal  of  the  settle- 
ment for  one  more  generation,  the  estate  is  xisnally  charged 
with  a  pension  for  younger  children. 

In  an  economical  point  of  ^icw,  the  best  system  of  landed 
property  is  that  in  w^hich  land  is  most  completely  an  object 
of  commerce ;  passing  readily  from  hand  to  hand  when  a 
buyer  can  be  found  to  whom  it  la  wortli  while  to  offer  a 
greater  sum  for  tlie  land,  than  tlie  value  of  the  income 
drawn  from  it  by  its  existing  possessor.  Tliis  of  course 
is  not  meant  of  ornamental  property,  which  is  a  source  of 
expense,  not  profit ;  but  only  of  land  employed  for  indns- 
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trial  uses,  and  held 


tile  sake  of  tlie  income  wliich  it 


aifords.  Whatever  facihtates  the  sale  of  land,  tends  to 
make  it  a  more  productive  instrument  for  the  comnmnity 
at  large;  whatever  preveutB  or  restricts  its  sale,  subtracts 
from  its  uBefulness.  Now,  not  only  has  entail  this  effect, 
but  primogeniture  also.  The  desire  to  keep  land  together 
in  large  masses,  from  other  motives  than  that  of  promoting 
its  productiveness,  often  prevents  elianges  and  alienations 
which  would  mcrease  its  efficiency  as  an  instrument. 

§  4,  On  the  other  hand,  a  law  which,  like  the  French, 
restricts  the  power  of  bequest  to  a  naiTow  compass,  and 
compels  the  equal  division  of  the  whole  or  the  greater  part 
of  the  property  among  the  children,  seems  to  me,  though 
on  different  grounds,  also  very  seriously  objectionable. 
The  only  reason  for  recognising  in  the  children  any  claim 
at  all  to  more  than  a  provision,  sufficient  to  launch  them 
in  life,  and  enable  them  to  find  a  liveUhood,  is  grounded  on 
the  expressed  or  presumed  wish  of  the  pai^ent ;  whose  claim 
to  dispose  of  what  is  actually  his  own,  cannot  be  set  aside 
by  any  pretensions  of  others  to  receive  what  is  not  theirs. 
To  control  the  rightful  owner's  liberty  of  gift,  by  creating 
in  the  children  a  legal  right  superior  to  it,  is  to  postpone  a 
real  claim  to  an  imaginary  one.  To  this  great  and  parar 
momit  objection  to  the  law,  numerous  secondaiy  ones  may 
be  added.  Desirable  as  it  is  that  the  parent  slionld  treat 
the  ehildi'en  with  impartiality,  and  not  make  a  favourite  of 
an  eldest  eon,  impartial  division  is  not  always  synonymous 
with  equal  division.  Some  of  the  childreu  may,  without 
fault  of  their  own^  be  less  capable  than  others  of  providing 
for  themselves :  some  may,  by  other  means  than  their  own 
exertions,  be  already  provided  for:  and  impartiality  may 
therefore  reqtiire  that  the  rule  observed  should  not  be  one 
of  equality,  but  of  compensation.  Even  when  equality  i^ 
the  object,  there  are  sometimes  better  nicaus  of  attaining  it, 
than  the  inflexible  rules  by  which  law  nnist  neoessarily  pro- 
eeed.     If  one  of  the  coheirs,  being  of  a  quaiTelsome,  litigious 
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disposition  J  stands  upon  bis  Btmost  rights^  the  law  cannot 
make  equitable  adjustments ;  it  eaimot  apportioii  the  pro- 
perty as  eeeiTiB  best  for  the  collective  interest  of  all  con- 
cerned ;  if  there  are  several  parcels  of  land,  and  the  heirs 
cannot  agree  about  their  value,  tlie  law  cannot  g^ive  a  parcel 
to  each,  but  every  separate  parcel  must  be  either  put  up  to 
sale  or  divided  :  if  there  is  a  residence,  or  a  park  or  pleas- 
ure-ground, which  woidd  be  destroyed,  aa  such,  by  sub- 
division, it  must  be  sold,  perhaps  at  a  great  sacrifice  both  of 
money  and  of  feeling.  But  what  the  law  could  not  do,  the 
parent  could.  By  means  of  the  liberty  of  bequeBt,  all  these 
points  might  be  determined  according  to  reason  and  the  gene- 
ral interest  of  the  persons  concenied  ;  and  the  spirit  of  the 
principle  of  equal  division  might  be  the  better  observed,  he- 
cause  the  testator  was  emancipated  from  its  letter.  FinaUy, 
it  would  not  then  be  necessary,  as  under  the  compulsory 
system  it  is,  that  the  law  should  interfere  authoritatively  in 
the  concerns  of  individuals,  not  only  on  the  occurrence  of  a 
death,  but  throughout  life,  in  order  to  guard  against  the 
attempts  of  parents  to  frustrate  the  legal  claims  of  their 
heirs,  under  colour  of  gifts  and  other  alienations  inter  vivos. 
In  conclusion ;  all  owners  of  property  should,  I  conceive, 
have  power  to  dispose  by  will  of  every  part  of  it,  but  not  to 
determine  the  person  who  should  succeed  to  it  after  the 
death  of  all  who  were  living  when  the  will  was  made. 
Under  what  restrictions  it  should  be  allowable  to  bequeath 
property  to  one  person  for  life,  with  remainder  to  another 
person  already  in  existence,  is  a  question  belonging  to 
general  legislation,  not  to  political  economy.  Such  settle- 
inents  would  be  no  greater  hindrance  to  alienation  than  any 
case  of  joint  ownership,  since  the  consent  of  persons  actually 
in  existence  is  all  that  would  be  necessary  for  any  new 
arrangement  respecting  the  property. 

§  5.  From  the  subject  of  Inheritance  I  now  pass  to  that 
of  Contracts,  and  among  these,  to  the  important  subject  of 
tlie  Laws  of  Partnemhip.     How  much   of  good   or  evil 
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depends  upon  tliese  laws,  and  how  important  it  is  that  Hhtf 
ehould  be  the  best  possible,  is  evident  to  all  who  recognise 
in  the  extension  of  the  co-oj>€rativc  principle  the  gieat 
economical  necessity  of  modern  industry.  The  progreea  of 
the  productive  arts  requiring  that  many  sorts  of  industrial 
occupation  should  be  carried  on  by  larger  and  lai^gi^  capi- 
tals, the  productive  ix>wer  of  industry  must  suffer  by  what- 
ever  impedes  the  formation  of  large  capitals  through  the 
aggregation  of  smaller  ones.  Capitals  of  the  requisite  mag- 
nitude, belonging  to  single  owners,  do  not,  in  most  countries^ 
exist  in  the  needful  abundance,  and  would  be  still  lea 
numerous  if  the  laws  favoured  the  diffusion  instead  of  the 
concentration  of  property ;  while  it  is  most  undesii^ble  that 
all  those  improved  processes,  and  those  means  of  eflSciency 
and  economy  in  production,  which  depend  on  the  possession 
of  large  funds,  sliould  be  monopolies  in  the  hands  of  a  few 
rich  individuals,  through  the  difficulties  experienced  by 
persons  of  moderate  or  small  means  in  associating  their 
capital.  Finally,  I  must  repeat  my  conviction,  that  the 
industrial  economy  which  divides  society  absolutely  into  two 
portions,  the  payers  of  wages  and  the  receivers  of  them,  the 
first  counted  by  thousands  and  the  last  by  millions,  is 
neither  fit  for,  nor  capable  of,  indefinite  duration  :  and  the 
possibility  of  changing  this  system  for  one  of  combina- 
tion without  dependence,  and  unity  of  interest  instead  of 
organized  hostility,  depends  altogether  upon  the  future 
developments  of  the  Partnership  principle. 

Yet  there  is  scarcely  any  country  whose  laws  do  not 
throw  greatj  and  in  most  cases,  intentional  obstacles  in  the 
way  of  the  formation  of  any  numerous  partnership.     In 
England  it  is  already  a  serious  discouragement,  that  differ-   I 
ences  among  partners  are^  practically  speaking,  only  capable   ^ 
of  adjudication  by  the  Court  of  Chancery  :  which  is  often 
worse  than  placing  such  questions  out  of  the  pale  of  all  law ;  ■ 
since  any  one  of  the  disputant  parties,  who  is  either  dis- 
honest or  litigious,  can  involve  the  others  at  his   pleasure 
in  the  expense,  trouble^  and  anxiety,  which  are  the  unavoid" 
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able  accompaniments  of  a  Cliancery  suit,  witliaut  their 
having  the  power  of  freeing  themselves  froni  the  infliction 
even  by  breaking  np  the  association.*  Besides  this,  it 
required,  until  lately,  a  separate  act  of  the  legislature  before 
any  joint-stock  association  could  legally  constitute  itself, 
and  be  empowered  to  act  as  one  body.  By  a  statute  passed 
a  few  yeai-s  ago,  this  necessity  is  done  away ;  but  the  statute 
in  question  is  described  by  competent  authorities  as  a  *^  mass 
of  confusion,"  of  which  they  say  that  there  "  never  w*as  such 
an  infliction  "  on  persons  entering  into  partnership.f  Wlien 
a  number  of  persons,  whether  few  or  many,  freely  desire  to 
unite  their  fiiinls  for  a  common  undertaking,  not  asking  any 
peculiar  privilege,  nor  the  power  to  dispossess  any  one  of 
property,  the  law  can  have  no  good  reason  for  throw^ing 
difficulties  in  the  way  of  the  realization  of  the  project.  On 
compliance  with  a  few  simple  conditions  of  publicity,  any 
body  of  persons  ought  to  have  the  power  of  constituting 
themselves  into  a  joint-stock  company,  or  socute  en  fi097i 
collectify  without  asking  leave  either  of  any  public  officer  or 
of  parhament.    As  an  association  of  many  partners  must 


*  Mr.  Cecil  Fane,  the  Commissioner  of  the  Bankniptcj  Courts  in  hia  evidence 
before  the  Committee  oo  tbe  Law  of  Partnership,  saya :  '*  I  remember  a  short 
time  ago  reading  a  written  etatemcnt  by  two  eminent  solicitors,  who  eaid  that 
they  had  known  many  partnership  accounts  go  into  Chancery,  but  that  they 
never  knew  one  come  out.  .  .  .  Very  few  of  the  persons  who  would  be  dis- 
posed to  engage  in  partnerships  of  this  kind  "  (cO'0i>enttive  associations  of  work* 
ing  men)  "  have  any  idea  of  the  trnth,  namely^  that  the  decision  of  queationa 
arising  amongst  partners  is  really  impracticable. 

*'  Do  they  not  know  that  ona  partner  may  rob  the  other  without  any  possi- 
bility of  his  obtaioing  redress  I — ^The  fact  is  so ;  but  whether  they  know  it  or 
not,  I  cannot  undertake  to  say^" 

Thia  flagrant  injustice  is,  in  Mr.  Fane^a  opinion^  wholly  attributable  to  the 
defecta  of  the  tribunal.  '*  Mv  opinion  is,  that  if  there  ia  one  thing  more  easy 
than  another,  it  is  the  settlement  of  partnership  questions,  and  for  the  simple 
reason^  that  everything  which  is  done  iu  a  partnership  is  entered  in  the  books; 
the  evidence  therefore  is  at  hand ;  if  therefore  a  rational  mode  of  proceeding 
were  once  adopted,  the  difficulty  would  altogether  vanish. "—Minutes  of  Evidence 
annexed  to  the  Report  of  the  Select  Committee  on  the  Law  of  Fartnerehip 
(1651),  pp.  8fi-7. 

f  Report,  ut  supra,  p.  167. 
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practkiallj  he  under  the  maDagerneiit  of  a  few,  every  facilitv 
onglit  to  be  afforded  to  the  body  for  exercisinj^  the  necessaiy 
control  and  check  over  those  few,  whether  thcv  be  them- 
selves  membei's  of  the  as&ociatioiij  or  merely  its  hired  ser- 
vants:  and  in  tliis  point  the  English  BTstem  is  etill  at  a 
lamentable  distance  from  the  standard  of  perfection, 

§  6,  Whatever  facilities,  however,  English  law  might 
give  to  associations  foiined  on  the  principles  of  ordinary 
partnerjihip,  there  is  one  sort  of  joint-stock  association  which 
until  the  year  1855  it  absolutely  disallowed,  and  which 
could  only  be  called  into  existence  by  a  special  act  either 
of  the  legislature  or  of  the  crown.  I  mean,  assoeiations 
with  limited  liability. 

Associations  with  limited  liability  are  of  two  kinds :  in 
one,  the  liability  of  all  the  partners  is  limited,  in  the  other  that 
of  some  of  them  only*  The  fii*8t  is  the  Boct^'t^y  ano7iyme  of 
the  French  law,  which  in  England  had  mitil  lately  no  other 
name  than  that  of  *^  chartered  company  :**  meaning  thereby 
a  joint-stock  company  whose  shareholders,  by  a  charter  from 
the  crown  or  a  special  enactment  of  the  legislature,  stood 
exempted  from  any  liability  for  the  debts  of  the  concern, 
beyond  the  amount  of  their  subscriptions.  The  other  species 
of  limited  partnership  is  that  known  to  the  French  law 
under  the  name  of  cojnTnand'ite  /  of  this,  which  in  England 
is  still  unrecognised  and  illegal,  I  shall  speak  presently. 

If  a  number  of  persons  choose  to  associate  for  carrying 
on  any  operation  of  commerce  or  industry,  agreeing  among 
themselves  and  aimonncing  to  those  with  whom  they  deal 
that  the  members  of  the  asBoeiation  do  not  undertake  to  be 
responsible  beyond  the  amount  of  the  subscribed  capital ;  is 
tlierc  any  reason  that  the  law  should  raise  objections  to  this 
proceeding,  and  should  impose  on  them  the  unlimited 
responsibility  which  they  disekim  ?  For  whose  sake  ?  Not 
I  for  that  of  the  partners  themselves;  for  it  is  they  whom 
tthe  limitation  of  responsibility  benefits  and  protects.  It 
lust  therefore  be  for  the  sake  of  third    parties ;  namely, 
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those  wlio  may  have  traiisactionB  witli  tlie  association ,  and 
to  whom  it  may  nin  in  debt  beyond  what  the  subscribed 
capital  suffices  to  pay.  But  nobody  is  obliged  to  deal  with 
the  association ;  still  less  is  any  one  ol)liged  to  give  it  un- 
limited  credit.  The  class  of  persons  with  whom  sneh  asso- 
ciations have  dealings  are  in  general  perfectly  capable  of 
taking  care  of  themselves,  and  there  seems  no  reason  that 
the  law  should  be  more  careful  of  their  interests  than  they 
will  themselves  be ;  provided  no  false  representation  is  held 
out,  and  they  are  aware  from  the  fii*st  what  they  have  trust  to. 
Tlie  law  is  warranted  in  requiring  trom  all  joint-stock  asso- 
ciations with  limited  responsibility,  not  only  that  the  amount 
of  capital  on  which  they  profess  to  carry  on  business  should 
either  be  actually  paid  up  or  security  given  for  it  (if,  in- 
deed, with  complete  publicity,  such  a  requirement  would 
be  necesfiary)  but  also  that  such  accounts  should  be  kept,  ac- 
cessible to  individuals,  and  if  needful,  published  to  the  world, 
as  shall  render  it  possible  to  ascertain  at  any  time  the  existing 
state  of  the  company's  affairs,  and  to  leani  whether  the  cap- 
ital which  is  the  sole  security  for  the  engagements  into  which 
they  enter,  still  subsist  unimpaired  :  the  fidelity  of  such  ac- 
counts being  guarded  by  sufficient  penalties.  When  the  law 
has  thus  afforded  to  individuals  all  practicable  means  of  know- 
ing the  circumstances  which  ought  to  enter  into  their  pru- 
dential calculations  in  dealing  with  the  company,  there 
seems  no  more  need  for  interfering  with  individual  judgment 
in  this  sort  of  transactions,  than  in  any  other  part  of  the 
private  business  of  life. 

The  reason  usually  urged  for  such  interference  is,  that 
the  managers  of  an  association  with  limited  responsibility, 
not  risking  their  whole  fortunes  in  the  event  of  loss,  wdiile 
in  case  of  gain  they  might  profit  largely,  are  not  sufBciently 
interested  in  exercising  due  circumspection,  and  are  under 
the  temptation  of  exposing  the  funds  of  the  association  to 
improper  hazards.  It  is,  however,  weU  ascertained  that 
associations  with  unlimited  responsibility,  if  they  have  rich 
shareholders,  can  obtain,  even  when  known  to  be  reckless 
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in  tlieir  transactions,  improper  credit  to  an  extent  far  exceed- 
ing what  would  be  given  to  companies  equallj  ill-conducted 
whose  creditors  had  only  the  subscribed  capital  to  rely  on.* 
To  whichever  side  the  balance  of  evil  inclines,  it  is  a  con- 
sideration of  more  importance  to  the  shareholders  tliem- 
eelves  than  to  thb'd  parties ;  since,  with  proper  securities 
for  pubUcitj,  the  capital  of  an  association  %vitli  limited 
liability  could  not  be  engaged  in  haz;irds  beyond  those 
ordinarily  incident  to  the  business  it  carries  on,  without 
the  facts  being  known,  and  becoming  the  subject  of  com- 
ments by  which  the  credit  of  the  body  would  be  likely  to 
be  affected  in  quite  as  great  a  degree  as  the  circumstances 
would  justify.  If,  under  securities  lor  publicity,  it  were 
fonnd  in  practice  that  companies,  formed  on  the  principle 
of  unlimited  responsibility,  were  more  skilfully  and  more 
cautiously  managed,  companies  %vith  limited  liability  would 
be  unable  to  maintain  an  equal  competition  with  them ; 
and  Avould  therefore  rarely  be  formed,  unless  when  such 
limitation  was  the  only  condition  on  which  the  necessaiy 
amount  of  capital  could  be  raised :  and  in  that  case  it 
would  be  very  unreasonable  to  say  that  their  formation 
ought  to  be  prevented. 

It  may  further  be  remarked,  that  although,  with  equality 
of  capital,  a  company  of  limited  liability  offers  a  somewhat 
less  security  to  those  who  deal  with  it,  than  one  in  wliich 
every  shareholder  is  responsible  with  his  whole  fortime,  yet 
even  the  weaker  of  these  two  securities  is  in  some  respects 
stronger  than  that  which  an  individual  capitalist  can  afford. 
In  the  case  of  an  individual,  there  is  such  security  as  can 
be  founded  on  his  unlimited  liability,  but  not  that  derived 
from  publicity  of  transactions,  or  froin  a  known  and  large 
amount  of  paid-up  cai>itaL  Tliis  topic  is  well  treated  in  an 
able  paper  by  M»  Coquelin,  published  in  the  Bevue  des 
Deux  Mondes  for  July  lS43.f 

•  See  the  Report  alreaiij  referred  to,  pp.  H 5-1 59, 

t  Tlic  (quotation  is  from  a  tmnalatioti  published  by  Mr.  H.  0.  Carey,  ia  in 
AmericttD  penodlcol,  Bunt's  Mercbont^a  Magazine,  for  May  and  June  1S45* 


"  While  third  parties  who  trade  with  individuals/'  says 
this  writer,  '^  scarcely  ever  know,  except  hy  approximatioUj 
and  even  that  most  vague  and  uncertain,  what  is  the  amount 
of  capital  responsible  for  the  pcrformaiiee  of  contracts  made 
with  them,  those  who  trade  witli  a  socitie  mianyme  can 
obtain  full  iiiformation  if  they  seek  it,  and  perform  their 
operations  with  a  feelin?^  of  confidence  that  cannot  exist  in 
the  other  case.  Again,  nothing  is  easier  than  for  an  indi- 
vidual trader  to  conceal  the  extent  of  his  engagements,  aa 
no  one  can  know  it  ceii:ainly  but  liiiuself.  Even  his  cuiifi- 
dential  clerk  may  be  ignorant  of  it,  as  the  loans  he  finds 
himself  compelled  to  make  may  not  all  be  of  a  character  to 
ft  require  that  they  be  entered  in  his  day-book.  It  is  a  secret 
■  confined  to  himself;  one  which  transpires  rarely,  and  always 
slowly ;  one  which  is  unveiled  only  when  the  catastrophe  haa 
ocemTed,  On  the  contrary,  the  societe  anonynie  neither 
can  nor  ought  to  borrow,  without  the  fact  becoming  known 
to  all  the  world^directors,  clerks,  shareholders,  and  the 
public.  Its  operations  paitake  in  some  respects,  of  the 
nature  of  those  of  governments.  The  light  of  day  penetrates 
in  every  direction,  and  there  can  be  no  secrets  from  those 
who  seek  for  information.  Thus  all  is  fixed,  recorded, 
known,  of  the  capital  and  debts  in  the  case  of  the  socitte 
anonynie^  while  all  is  uncertain  and  unknown  in  tlie  case  of 
the  indi\ddnal  trader.  Which  of  the  two,  we  would  ask  the 
reader,  presents  the  most  favourable  aspect,  or  the  surest 
guarantee,  to  the  view  of  those  who  trade  with  them  ? 

"  Again,  availing  himself  of  the  obscurity  in  which  his 
afiaii-s  are  shrouded,  and  which  he  desires  to  increase,  the 
private  trader  is  enabled,  as  long  as  his  business  appeai-s 
prosperous,  to  produce  impressions  in  regard  to  his  means 
far  exceeding  the  reality,  and  thus  to  estabhsh  a  credit  not 
justified  hy  those  means.  When  losses  occur,  and  he  sees 
himself  threatened  with  bankruptcy,  the  world  is  still  igno- 
rant of  his  condition,  and  he  finds  himself  enabled  to  coutract 
debts  fai^  bey  out!  the  possibility  of  payment.  The  fatal  day 
arrives,  and  the  creditors  find  a  debt  much  greater  than  had 
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been  anticipatedj  while  the  meaiiB  of  paTinent  are  as  much 
less.  Even  this  is  not  all.  Tlie  eame  ohscnrity  which  has 
served  him  so  well  thns  far,  when  desiring  to  magnity  his 
capital  and  increase  his  credit,  now  affords  him  the  oppor- 
tunity of  placing  a  part  of  that  capital  beyond  the  reach  of 
his  creditors.  It  becomes  diminished,  if  not  annihilated. 
It  hides  itself  J  and  not  even  legal  remedies,  nor  the  activity 
of  creditors,  can  bring  it  forth  from  the  dark  corners  in 
which  it  is  placed.  .  -  .  Our  readers  can  readily  deter- 
mine for  themselves  if  practices  of  tins  kind  are  equally 
easy  in  the  case  of  the  soeieie  armnyme.  We  do  not  douht 
that  such  things  are  possible,  but  we  think  that  they  will 
agree  with  us  that  from  its  nature,  its  organization,  and  the 
necessary  publicity  that  attends  all  its  actions,  the  liability 
to  such  occun-enees  is  very  greatly  diminished." 

The  laws  of  most  countries,  England  included,  have 
erred  in  a  twofold  manner  with  regard  to  joint-stock  com- 
panies. While  they  have  been  most  nnreasonably  jealous 
of  allowing  such  associations  to  exist,  especially  with  limited 
responsihiEty,  they  have  generally  neglected  the  enforcement 
of  publicity ;  the  best  security  to  the  public  against  any 
danger  which  miglit  arise  from  this  description  of  partner- 
ships ;  and  a  security  quite  as  much  required  in  the  case  of 
those  associations  of  the  bind  in  question,  which,  by  an 
exception  from  their  general  practice,  they  suffered  to  exist. 
Even  in  the  instance  of  the  Bank  of  England,  which  holds  a 
monopoly  fi-om  the  legislature,  and  has  had  partial  control 
over  a  matter  of  so  much  public  interest  as  the  state  of  the 
circulating  mediumj  it  is  only  within  these  few  years 
that  any  publicity  has  been  enforced  ;  and  the  publicity  was 
at  first  of  an  extremely  incomplete  character,  though  now, 
for  most  practical  piu-poses,  probably  at  leogtli  sufficient. 


§  7.     The  other  kind  of  limited  partnership  which  de- 
mands our  attention,  is  that  in  which  the  managing  partner    J 
or  partners  are  responsible  with  their  whole  fortunes  for  the   I 
engagements  of  the  concern,  but  have  others  associated  with 
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them  who  contrilnite  only  definite  snms,  and  are  not  liable 
for  anything  bcyoodj  though  they  participate  in  the  profits 
according  to  any  inile  wliich  may  be  agreed  on,  Tliiii 
is  called  partnership  en  commandite :  and  the  partners 
with  limited  liability  (to  whom,  by  the  French  law,  all 
interference  in  the  management  of  the  conceni  is  interdicteti) 
are  known  by  tlie  name  eonimanditairea.  Such  partner- 
ships are  not  allowed  by  English  law  ;  whoever  shares  in 
the  profits  is  liable  for  the  debts,  to  as  plenary  an  extent  as 
the  managing  partner. 

For  8nch  prohibition  no  satisfactory  defence  has  everj 
so  far  as  I  am  aware,  been  made.  Even  the  insufficient 
reason  given  against  limiting  the  responsibility  of  share* 
holders  in  a  joint-stock  company,  does  not  apply  here ; 
there  being  no  diniinntion  of  the  motives  to  circumspect 
nianagementj  since  ail  who  take  any  part  in  the  direction 
of  the  concern  are  liable  with  their  whole  fortnnes.  To 
third  paities,  again,  the  security  is  improved  by  the  exist- 
I  ence  of  commandite  ;  since  the  amount  subscribed  by  com- 
manditaires  is  all  of  it  available  to  creditors,  the  comman- 

Iditaires  losing  their  whole  investment  before  any  creditor 
can  lose  anything ;  while,  if  instead  or  becoming  partners 
to  that  amount,  they  had  lent  the  smn  at  an  interest  equal 
to  the  profit  they  derived  from  it,  they  would  have  shared 
with  the  other  creditors  in  the  residue  of  the  estate,  dimin- 
isliing  j^ro  rata  the  dividend  obtained  by  alh  While  the 
practice  of  eomniandite  thus  conduces  to  the  interest  of 
creditom,  it  is  often  highly  desirable  for  the  contracting 
parties  themselves.  The  managers  arc  ennbled  to  obtain  the 
aid  of  a  much  greater  amonnt  of  capital  than  they  could 
borrow  on  their  own  secmity  ;  and  persons  are  induced  to 
aid  useful  undertakings,  by  embarking  limited  portions  of 
capital  in  them  when  they  would  not,  and  often  could  not 
prudently,  have  lisked  their  whole  fortunes  on  the  chances 
of  the  enterprise. 

It  may  perhaps  be  thought  that  where  due  facilities  are 
afforded  to  joint-stock  companies,  cunimandite  partnerships 
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are  not  reqnirei  But  there  are  classes  of  eases  to  whicK 
the  coinmandite  principle  must  always  be  better  adapted 
than  the  joint-stock  principle-  "  Suppose,''  says  M.  Coque- 
lin,  **  an  inventor  seeking  for  a  capital  to  carry  his  invention 
into  practice.  To  obtain  the  aid  of  capitalist^  he  mtist 
oifer  them  a  share  of  the  anticipated  benefit ;  they  mnst 
associate  themselves  with  him  in  tlie  chances  of  its  success. 
In  such  a  case,  which  of  the  forms  would  he  select  ?  Kot 
a  common  partnership,  certainly  ;"  for  various  reasons,  and 
especially  the  extreme  difficulty  of  finding  a  partner  with 
capital,  willing  to  risk  his  whole  fortune  on  the  success  of  the 
inveution.*  **  Neither  would  he  select  the  socittt  ammyme^'* 
or  any  other  form  of  joint-stock  coiapanyj "  in  which  he  might 
be  superseded  as  manager.  He  would  stand,  in  such  an  asso- 
ciation, on  no  better  footing  than  any  other  shareholder, 
and  he  might  be  lost  in  the  crowd  ;  whereas,  the  association 
existing,  as  it  were,  bv  and  for  him,  the  management  would 
appear  to  belong  to  him  as  a  matter  of  right.     Cases  occnr 

*  **  There  has  been  a  great  deal  of  comniigeratiou  professed/'  savs  Mr.  Dun- 
can,  solicitor,  '*  towards  the  poor  inTentor ;  he  has  been  oppres^d  by  the  high 
cost  of  pat<»nts;  but  hia  ^\^i  oppression  has  been  the  partnership  lanr,  which 
prevents  hia  getting  any  one  to  help  hira  to  develop  his  invention.  He  i$  a 
poor  man,  and  therefore  cannot  give  security  to  a  creditor;  no  one  will  lend 
him  money ;  the  rate  of  interest  offered,  however  high  it  may  he,  is  not  an 
attraction.  But  if  by  the  alteration  of  the  law  he  could  allow  capitaHsta  to  lake 
AD  interest  with  him  and  giiare  the  profits,  while  the  risk  should  be  confined  lo 
the  capital  they  embarked^  there  ia  very  little  doubt  at  all  that  be  would  fre- 
quently get  assistance  from  cnpitaliffts;  whereas  at  the  present  moment,  wiih 
the  law  as  it  Ftand,*,  be  is  eompletely  destroyed,  and  his  invention  ra  u&elep^  lo 
him ;  he  struggles  month  after  month  \  he  applies  again  and  again  to  the  capi- 
talist without  avail.  I  know  it  practically  in  two  or  three  cases  of  patented  in- 
ventions ;  espeiJuilly  one  where  parties  with  capital  were  desirous  of  entering 
into  an  undertaking  of  great  moment  in  Liverpool,  biit  five  or  81  x  different  gen- 
tlemen wore  deterred  from  doing  ao,  all  feeling  the  strongest  objecticm  to  what 
each  one  called  the  cursed  partnership  law."    Report,  p,  156- 

Mr*  Fane  Bay3,  **  In  the  course  of  my  professional  life,  as  a  Commissioner  of 
the  Court  of  Bankniprey,  I  have  learned  that  the  most  unfortunate  man  in  the 
world  is  an  inventor.  The  difheiilty  whieb  an  inventor  find?'  in  getting  at  capi' 
tal,  involves  him  m  all  sorts  of  embarrassments,  and  he  ultimately  is  for  the 
most  part  a  ruined  man,  and  somebody  el«e  gets  possession  of  his  iDvantion.* 
lb.  p.  88. 
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in  which  a  merchant  or  a  manufacturer,  without  being  pre- 
cisely an  inventor,  has  undeniable  claims  to  the  manage' 
nient  of  an  undertaking,  Irom  the  possession  of  qnalities 
peculiarly  calculated  to  promote  its  success.  So  great, 
indeed,"  continues  M.  Coqnelin,  "  is  the  necessity,  iu 
many  cases,  fur  the  limited  ptii-tnersbip,  that  it  is  difficult 
to  conceive  how  we  could  dispense  with  or  replace  it :  " 
and  in  reference  to  his  own  country  he  is  probably  in  the 
right. 

Where  there  is  so  great  a  readiness  as  in  England,  on 
the  part  of  the  public,  to  form  joint-stock  associationSj  even 
without  the  encourageuient  of  a  limitation  of  responsi- 
bility ;  commandite  partnership,  though  its  prohibition  is 
in  pnnciple  quite  indefensible,  caimot  be  deemed  to  be,  in  a 
merely  economical  point  of  view,  of  tlie  imperative  necessity 
which  M.  Coqueliu  ascnbcs  to  it.  Yet  the  inconveniences 
are  not  small,  which  arise  indirectly  from  those  provi- 
sions of  the  law  by  which  every  one  who  shares  in  the 
profits  of  a  concern  is  subject  to  the  foil  liabilities  of  an 
unlimited  partnership.  It  is  impossible  to  say  bow  many 
or  what  useful  modes  of  combination  are  rendered  im- 
practicable by  this  state  of  the  law.  It  is  sufficient  for 
its  condemnation  that,  unless  in  some  way  relaxed,  it  is 
inconsistent  with  the  payment  of  wages  in  part  by  a  per- 
centage on  profits ;  in  other  words,  the  association  of  the 
operatives  as  virtual  partners  with  the  capitalist. 

It  is,  above  all,  with  reference  to  the  improvement  and 
elevation  of  the  working  classes  that  complete  freedom  in 
the  conditions  of  partnership  is  indispensable.  Combina- 
tions such  as  the  associations  of  workpeople,  described  in  a 
former  chapter,  are  tlie  most  powerful  means  of  effecting 
the  social  emancipation  of  the  labourei'S  through  their  own 
moral  qualities.  Kor  is  the  liberty  of  association  important 
solely  for  its  examples  of  success,  but  fully  as  much  so  for 
the  sake  of  attempts  which  would  not  succeed ;  but  by  their 
failure  would  give  instmction  more  impressive  than  can  be 
afforded   by  anything  slioii;  of  actual  experience.     Every 
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theory  of  social  improveineut,  the  worth  of  which  is  capable 
of  l»euig  brought  to  an  experimental  test,  should  be  per- 
Biittedj  and  eveo  encouraged,  to  submit  itself  to  that  test. 
From  sucli  experiments  the  ac-tire  portion  of  the  working 
classes  would  derive  lest;ons  whieh  they  would  be  elow  to 
learn  from  the  teaching  of  persons  supposed  to  have  interests 
and  prejudices  adverse  to  their  good ;  would  obtain  the 
means  i>f  correcting  at  no  cost  to  society,  what  is  now  eiTO- 
neous  in  their  notions  of  the  means  of  establishing  their 
independence ;  and  of  discovering  the  conditions,  moral, 
intellectual,  and  industrial,  which  are  indispensably  neces- 
sary for  effecting  without  injustice,  or  for  effecting  at  all, 
the  social  regeneration  they  aspire  to.* 

The  French  law  of  partnership  is  superior  to  the  English 
in  permitting  commandite ;  and  superior,  in  having  no  such 
unmanageable  instnuneut  as  the  Court  of  Chancery,  all  cases 
arising  from  commercial  transactions  being  adjudicated  in  a 
comparatively  cheap  and  expeditious  manner  by  a  tribunal 
of  merchants.  In  other  respects  the  French  system  is  far 
worse  than  the  English.  A  joint-stock  company  with  limit- 
ed responsibility  cannot  be  formed  without  the  express  au* 
thorization  of  the  department  of  government  called  the 
Conseil  (VEiat^  a  body  of  administrators,  generally  entire 
strangers  to  industrial  transactions,  who  have  no  interest  in 
promoting  enterprises,  and  are  apt  to  think  that  the  purpose 
of  their  institution  is  to  restrain  tliera ;  whose  consent  cannot 
in  any  case  be  obtained  without  an  amoimt  of  time  and 
labom*  which  is  a  very  serious  hindrance  to  tlie  commence- 
ment of  an  enteqjrise,  while  the  extreme  uncertainty  of 


*  By  an  act  of  tbe  year  \^b%  called  the  Tndustnsil  and  Provident  Societies 
Act,  for  which  the  nation  is  indebted  to  tbe  public-tip iri ted  exertions  of  Mr. 
Slaney,  industrial  as^ciationa  of  working  people  are  admitted  to  tbe  statutory 
privtlcgea  of  Friendly  Socieilea,  This  not  only  exempts  tbcm  from  the  formiili* 
ties  applicable  to  joint-stock  companies^  bnt  prOTides  for  tbe  settlement  of  did- 
putcfi  anion^  the  partners  without  recourse  to  tbe  Court  of  Chancer?.  There  lire 
still  some  defects  in  the  provisions  of  this  Act,  which  hamper  the  proceedings  of 
tlie  Societies  in  several  respecta^  aa  m  pointed  out  in  tbe  Abnaiiack  of  tb«  Boobf 
dale  Equitable  FioDeera  for  1861. 
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obtaining  tliat  consent  at  all  is  a  great  disconrageraent  ta 
capitalists  wlio  would  be  willing  to  subscribe.  In  regard  to 
joint-stock  companies  without  limitation  of  responsibility, 
winch  in  England  exist  in  such  numbers  and  arc  formed 
with  sncli  facility,  these  associations  cannot,  iu  France,  exist 
at  all ;  for,  in  cases  of  imlimiled  partnership,  the  French 
law  does  not  permit  the  division  of  the  capital  into  trans- 
ferable  shares. 

The  best  existing  laws  of  partnership  appear  to  be  those 
of  the  Kew  England  States.  According  to  Mr.  Carey,* 
"  nowhere  is  association  so  little  trammelled  by  regulations 
as  in  New  England  ;  the  consequence  of  which  is,  that  it  is 
carried  to  a  greater  extent  tliere,  and  particularly  in  Massa- 
chusetts and  Rhode  Island,  than  in  any  other  part,  of  the 
world.  In  these  states,  the  soil  is  covered  with  conipa</nus 
anonymes — chartered  companies — for  almost  every  conceiv- 
able purpose.  Every  town  is  a  coi^poration  for  the  manage- 
ment of  its  roads,  bridges,  and  schools ;  wliich  are,  therefore, 
imder  the  direct  control  of  tbose  w^ho  pay  for  them,  and  are 
consequently  well  managed.  Academies  and  churches,  ly- 
ceums  and  libraries,  saving-fund  societies,  and  trust  com- 
panies, exist  in  numbers  propoilioncd  to  the  wants  of  the 
people,  and  all  are  corporations.  Every  district  has  its 
local  bank,  of  a  size  to  suit  its  wants,  the  stock  of  whleli  is 
ow^ed  by  the  small  capitalists  of  the  neighborhood,  and 
managed  by  themselves ;  the  consequence  of  which  is,  that 
in  no  part  of  the  w^orld  is  the  system  of  banking  so  perfect 
— '60  little  liable  to  vibration  in  the  amount  of  loans— the 
necessary  effect  of  which  is,  that  in  none  is  the  value  of  prop- 
erty so  Uttle  affected  by  ehaiiges  in  the  amount  or  value 
of  the  currency  resulting  from  the  movements  of  their  own 
banking  institutions.  In  the  two  states  to  which  we  have 
particniarly  referred,  they  are  almost  two  hundred  in  num- 
ber. Massachusetts,  alone,  offers  to  our  view  fifty-three 
insurance  otlices,  of  various  fonns,  scattered  through  the 
state,  and  all  incorporated.     Factories  are  incorporated,  and 

*  lo  a  uote  appf  udtid  to  hid  tmnalauoa  of  AI.  Coqutilio^i  paper. 
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are  owned  in  ghares ;  and  eTeiy  one  that  has  any  part  in 
the  management  of  their  concerns,  from  the  purchase  of  the 
raw  material  to  the  sale  of  the  manufactured  ai-tiele,  is  a 
part  owTier ;  while  every  one  employed  in  them  has  a  pros- 
pect of  becoming  one,  by  the  use  of  prudence,  exertion, 
and  economy.  Charitable  associations  exist  in  large  num- 
bers, and  all  are  incorporated.  Fishing  vessels  are  owned  in 
by  those  who  navigate  them ;  and  the  sailors  of  a 
whaling  sbip  depend  in  a  great  degree,  if  not  altogether, 
upon  the  siiccess  of  the  voyage  for  their  compensation. 
Every  master  of  a  vessel  trading  in  the  Southern  Ocean  is  a 
part  owner^  and  the  interest  he  possesses  is  a  strong  induce- 
ment to  exertion  and  economy,  by  aid  of  wliich  the  people 
of  New  England  are  rapidly  driving  out  the  competition 
of  otlier  nations  for  the  trade  of  that  part  of  the  world. 
Wherever  settled,  they  exliibit  the  same  tendency  to  com- 
bination of  action.  In  New  York  they  are  the  chief  owners 
of  the  lines  of  packet  ships,  which  are  divided  into  shares, 
owned  by  the  Bhipbiiilders,  tlie  merchants,  the  master,  and 
the  mates ;  which  last  generally  acquire  the  means  of  be- 
coming themselves  masters,  and  to  this  is  due  their  great 
success.  The  system  is  the  most  perfectly  democratic  of  any 
in  the  world.  It  affords  to  every  labourer,  every  sailor, 
every  operative,  male  or  female,  the  prospect  of  advance- 
ment ;  and  its  results  are  precisely  such  as  we  should  have 
reason  to  expect.  In  no  part  of  the  world  are  talent, 
industry,  and  prudence,  so  certain  to  be  largely  rewarded." 
The  cases  of  insolvency  and  fraud  on  the  part  of  char- 
tered companies  in  America,  which  have  caused  so  much 
loss  and  so  much  scandal  in  Europe,  did  not  occur  in  the 
part  of  the  Union  to  which  this  extract  refers,  but  in  the 
other  States,  in  %vhich  the  right  of  association  is  much  more 
fettered  by  legal  restrictions,  and  in  which,  accordingly, 
joint-stock  associations  are  not  comparable  in  number  or 
variety  to  those  of  Xew  England.  Mr.  Cai*ey  adds,  "  A 
careful  examination  of  the  systems  of  the  several  states,  can 
scarcely,  we  think,  fail  to  convince  the  reader  of  the  advan- 
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fage  resulting  from  peniiitting  men  to  determine  among 
themselves  the  terms  upon  which  they  will  associate,  and 
allowing  the  associations  that  may  be  fonned  to  contract 
with  the  i>nbltc  as  to  the  terais  upon  which  they  will  trade 
tt^gethcr,  whether  of  the  limited  or  nnUmited  liahi^lity  of  the 
partners ;"  and  I  concur  in  thinking  that  to  this  conclusionj 
science  and  legislation  must  come, 

§  8.  I  proceed  to  the  subject  of  Insolvency  Laws, 
Good  laws  on  this  subject  are  important,  first  and  prin- 
cipally, on  the  score  of  public  morals ;  which  are  on  no 
point  more  under  the  influence  of  the  law,  for  good  and 
evil,  than  in  a  matter  belonging  so  pre-eminently  to  the 
province  of  law  as  the  preservation  of  pecuniary  integrity. 
But  the  subject  is  also,  in  a  merely  economical  point  of  view, 
of  great  importance.  First,  because  the  economical  well- 
being  of  a  people,  and  of  mankind,  depends  in  an  especial 
manner  upon  their  being  able  to  tmst  each  other's  engage- 
ments. Secondly,  because  one  of  the  risks,  or  expenses,  of 
industrial  operations  is  the  risk  or  expense  of  what  are  com- 
monly called  bad  debts,  and  every  saving  which  can  be 
effected  in  this  liability  is  a  diminution  of  cost  of  produc- 
tion ;  by  dispensing  with  an  item  of  outlay  which  in  no  way 
conduces  to  the  desired  end,  and  which  must  be  paid  for 
either  by  the  consumer  of  the  commodity,  or  from  the 
general  profits  of  capital,  according  as  the  burden  is  pecu- 
liar or  generah 

Tlie  laws  and  practice  of  nations  on  this  subject  have 
almost  always  been  in  extremes.  Tlie  ancient  laws  of  most 
countries  were  all  severity  to  the  debtor.  They  invested  the 
creditor  with  a  power  of  coercion,  more  or  less  tyrannical, 
which  ho  might  nee  against  his  insolvent  debtor,  either  to 
extort  the  surrender  of  hidden  property,  or  to  obtain  satis- 
faction  of  a  vindictive  character,  which  might  console  him 
for  tlie  non-payment  of  the  debt.  Tliis  arbitrary  power  has 
extended,  in  some  countries,  to  making  the  insolvent  del>tor 
serve  the  creditor  as  his  slave  :  in  which  plan  there  were  at 
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lea^t  some  grains  of  common  sen&e,  since  it  might  possibly 
be  regarded  as  a  s<*beine  for  makiug  him  work  out  the  debt 
by  Ids  labour.  In  England,  the  coercion  assumed  the  milder 
form  of  ordinary  imprisonment.  The  one  and  the  other 
were  the  barbai*ous  expedients  of  a  rude  age,  repngnant  to 
justice  as  well  as  to  humanity.  Unfortunately  the  reform 
of  tliemj  like  that  of  the  criminal  law  generally,  has  been 
taken  in  hand  as  an  affair  of  humanity  only,  not  of  justice : 
and  the  modish  humanity  of  the  present  time,  which  is  essen- 
tially a  tiling  of  one  idea,  has  in  this  as  in  other  cases  gone 
into  violent  reaction  against  the  ancient  severity,  and  might 
almost  be  supposed  to  see,  in  the  fact  of  having  lost  or 
Bqnandered  other  people's  property,  a  peculiar  title  to 
indulgence.  Everything  in  the  law  which  attached  disagree- 
able consequences  to  that  iact,  was  gradually  relaxed,  or 
entirely  got  rid  of:  until  the  demoralizing  eflects  of  this 
laxity  became  so  evident  as  to  detennine,  by  more  recent 
legislation,  a  salutary  though  veiy  inauSicieut  movement  in 
the  reverse  direction. 

The  indulgence  of  the  laws  to  those  who  have  made  them- 
selvc-s  unable  to  pay  their  just  debts,  is  usually  defended,  on 
the  plea  that  the  sole  object  of  the  law  should  be,  in  case  of 
insolvency,  not  to  coerce  the  person  of  the  debtor,  but  to 
get  at  his  property,  and  distribute  it  fairly  among  the  credi- 
tors. Assuming  that  this  is  and  onght  to  be  the  sole  object, 
the  mitigation  of  the  law  was  in  the  first  instance  carried  so 
far  as  to  sacrifice  that  object.  Imprisonment  at  the  discretion 
of  a  creditor  was  really  a  powerfiil  engine  for  extracting  from 
the  debtor  any  property  whic^h  he  had  concealed  or  other- 
wise made  away  with :  and  it  remains  to  be  shown  by 
experience  whether,  in  depriving  creditors  of  this  instru- 
ment, the  law,  even  as  last  amended,  has  furaished  them 
with  a  sufficient  equivalent.  But  the  doctiine  that  the  law 
has  done  all  that  ought  to  be  expected  from  it,  when  it  hae 
put  the  creditors  in  possession  of  the  property  of  an  insoh 
vent,  18  in  itself  a  totally  inadmiseible  piece  of  spurious 
liumanity.     It  is  the  business  of  law  to  prevent  wnmg- 
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doing,  and  not  simply  to  patch  xip  the  consequences  of  it 
when  it  has  been  committed.  Tlie  law  is  bound  to  take  care 
that  insolvency  shall  not  be  a  good  pecuniary  Bpeculation ;  tliat 
men  shall  not  have  the  privilege  of  hazarding  other  people's 
property  without  their  knowledge  or  coiii^ent,  taking  the 
profits  of  the  enterprise  if  it  is  successful^  and  if  it  fails, 
throwing  the  loss  upon  the  rightful  owners ;  and  that  they 
shall  not  find  it  answer  to  make  themselves  unable  to  pay 
their  just  debts,  by  spending  the  money  of  their  creditors  in 
pei*sonal  iodiilgenee.  It  is  admitted  that  what  is  technically 
called  fraudulent  bankruptcy*  the  false  pretence  of  inability 
to  pay,  is,  when  detected,  properly  subject  to  punishment. 
But  does  it  follow  that  insolvency  is  not  the  consequence  of 
misconduct  because  the  inability  to  pay  may  be  real  ?  If  a 
man  has  been  a  spendthrift j  or  a  gambler,  with  2>roperty  on 
which  his  creditors  had  a  prior  claim,  shall  he  pass  scot-free 
because  tlie  mischief  is  consummated  and  the  money  gone  ? 
Is  there  any  very  material  difierence  in  point  of  morality 
between  this  eonductj  and  those  other  kinds  of  dishonesty 
which  go  by  the  names  of  fraud  and  embezzlement  ? 

Such  cases  are  not  a  minonty,  hut  a  large  majority  among 
insolvencies.  The  statistics  of  bankruptcy  prove  the  fact. 
"  By  far  tbe  greater  part,  of  all  insolvencies  arise  from  noto- 
rious misconduct ;  the  proceedings  of  the  Insolvent  Debtore 
Oourt  and  of  the  Baukniptcy  Court  will  prove  it*  Excessive 
and  unjustifiable  overtrading,  or  most  absurd  speculation  in 
commodities,  merely  because  the  poor  speculator  '  thought 
they  would  get  up,'  but  why  he  thought  so  he  cannot  tell ; 
speculations  in  hops,  in  tea,  in  sUk,  in  corn — things  with 
which  he  is  altogether  unacquainted ;  wild  and  absurd  in- 
vestments in  foreign  funds,  or  in  joint-stocks;  these  are 
among  the  most  innocent  causes  of  bankrnptcy."  *  The  ex- 
perienceci  and  intelligent  writer  from  whom  I  quote,  corrob- 
orates his  assertion  by  tbe  testimony  of  several  of  the  official 
assignees  of  the  Bankruptcy  Court,     One  of  them  says,  ^'As 

•  From  a  volume  published  in  1845^  entitled,  '*  Credit  the  Life  of  Com- 
merce,"' by  Mr.  J.  H.  Elliott. 


far  as  I  can  collect  from  tlie  books  and  documeuts  fumiBlii 
by  the  bankrupts,  it  seems  to  me  tliat "  in  the  wliole  number 
of  eases  which  occurred  during  a  given  time  in  the  court  ta 
whieli  he  was  at t ached j  '*  foiirtecu  have  been  mined  by  spec- 
ulations in  things  with  whicli  they  were  imacquainted ;  three 
by  neglecting  bookdvceping ;  ten  by  trading  beyond  their 
capital  and  means,  and  the  consequent  loss  and  expense  of 
accommodation-bilk;  forty-nine  by  expending  more  than 
they  could  reasonably  hope  their  profits  would  be,  though 
their  business  yiekled  a  fair  return ;  none  by  any  general 
distresSj  or  the  falling  off  of  any  particidar  branch  of  trade.'* 
Another  of  these  officers  says  that,  during  a  period  of  eighteen 
months,  *'  fifty-two  eases  of  bankruptcy  have  come  under  my 
care.  It  is  my  opinion  that  thirty-two  of  these  hare  arisen 
from  an  imprudent  expenditure,  and  five  partly  from  that 
cause,  and  partly  from  a  pressure  on  the  business  in  which 
the  bankrupts  were  emploj^ed.  Fifteen  I  attribute  to  im- 
provident speculationSj  combined  in  many  instances  with  an 
extravagant  mode  of  life." 

To  these  citations  the  author  adds  the  following  state- 
ments from  his  personal  means  of  knowledge.  ''Many 
insolvencies  are  produced  by  tradesmen's  indolence;  they 
keep  no  books,  or  at  least  imperfect  ones,  which  they  never 
balance ;  they  never  take  stock ;  they  employ  servants,  if 
their  trade  be  extensive,  whom  they  are  too  indolent  even  to 
supervise,  and  then  become  insolvent.  It  is  not  too  much  to 
say,  that  one-half  of  all  the  persons  engaged  in  trade,  even 
in  London,  never  take  stock  at  all :  they  go  on  year  after 
year  without  knowing  how  their  affairs  stand,  and  at  last 
like  the  child  at  school,  they  find  to  their  surprise,  bat  one 
halfpenny  left  in  their  pocket.  I  will  venture  to  say  that 
not  one-fourth  of  all  the  persons  in  the  provinces,  either 
manufacturers,  tradesmen,  or  farmers,  ever  take  stock ;  nor 
hi    fact    do  one-half  of   them  ever  keep   account-books. 


deservinsr 


than  niemorandum  books.     I 


x^   any  otuer  name 
know"  sufficient  of  tlie  concerns  of  five  hundred  small  trades- 
men in  the  provinces,  to  be  enabled  to  say,  that  not  one- 
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fiftli  of  them  ever  take  stockj  or  keep  even  the  most  ordinary 
accounts.  I  am  prepared  to  say  of  such  tradesmen,  from 
carefuUy-prepared  tables,  giving  every  advantage  where 
there  has  been  any  doubt  as  to  the  causes  of  their  intioh 
vency,   that   where   nine   happen    from    extravagance 


dishonesty^  one "  at  most  *^  may  be  referred  to 


or 
misfortune 
alone,"  * 

Is  it  rational  to  expect  among  the  trading  classes  any 
high  sense  of  justice,  honour,  or  integrityj  if  the  law  enaljlos 
men  who  act  in  this  manner  to  shuffle  off  the  consequences 
of  their  niiscoiiduct  upon  those  who  have  been  so  unfortunate 
as  to  trust  them ;  and  practically  proclaims  that  it  looks 
upon  insolvency  thus  prodncedj  as  a  "  misfortune,"  not  an 
offence  ? 

It  18,  of  course,  not  deniedj  that  insolvencies  do  arise 
from  causes  beyond  the  control  of  the  debtor,  and  that,  in 
many  more  cases,  his  culpability  is  not  of  a  high  order ;  and 
the  law  ought  to  make  a  distinction  in  favour  of  such  cases, 
but  not  without  a  searching  investigation ;  nor  should  the 
case  ever  be  let  go  without  having  ascertained,  in  the  most 
complete  manner  practicable,  not  the  tact  of  insolvency  only, 
but  the  cause  of  it.  To  have  been  trusted  with  money  or 
money's  w^orth,  and  to  have  lost  or  spent  it,  is  primd  facie 
evidence  of  something  wrong  ;  and  it  is  not  for  tiie  creditor  to 
prove,  which  he  cannot  do  in  one  case  out  often,  that  there 
has  been  criminality,  but  for  the  debtor  to  rebut  the  pre- 
sumption, by  laying  open  the  whole  state  of  his  affairs,  and 
showing  either  that  there  has  been  no  misconduct  or  that  the 
misconduct  has  been  of  an  excusable  kind.  If  he  fail  in  this, 
he  ought  never  to  be  dismissed  without  a  punishment  propor- 
tioned to  the  degree  of  blame  which  seems  justly  imputable 
to  him ;  which  puniahuieut,  however,  might  be  shortened  or 
mitigated  in  proportion  as  lie  appeared  likely  to  exert  him- 
self in  repairing  the  injury  done. 

It  is  a  common  argument  with  those  who  approve  a  re- 
laxed system  of  insolvency  laws,  that  credit,  except  in  the 
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great  operationB  of  commerce,  is  aii  evil ;  and  that  to  deprive 
creditors  of  legal  redress  is  a  judicious  means  of  preventing 

credit  from  Leing  given.  That  which  is  given  by  retail 
dealers  to  unproductive  consumers  is,  no  doubt,  to  the  excess 
to  which  it  is  carried,  a  considerable  evil.  This,  however, 
is  only  true  of  large,  and  especially  of  long,  credits ;  for 
there  is  credit  whenever  goods  are  not  paid  for  before  they 
quit  the  shop,  or,  at  least,  the  custody  of  the  seller ;  and 
there  would  be  much  inconvenience  in  putting  an  end  to  M 
this  sort  of  credit.  But  a  large  proportion  of  the  debts  on  " 
which  insolvency  laws  tate  effect,  are  those  due  by  small 
tradesmen  to  the  dealers  who  supply  them ;  and  on  no  class 
of  debts  does  the  demoralisation  occasioned  by  a  bad  state 
of  the  law,  operate  more  peruieiously.  These  are  commer- 
cial credits,  which  no  one  wishes  to  see  curtailed ;  their  ex-  ■ 
istence  is  of  great  importance  to  the  general  industry  of  the 
country,  and  to  numbers  of  honest,  well-conducted  persons 
of  small  means,  to  whom  it  would  be  a  great  injury  that 
they  should  be  prevented  from  obtahiing  the  accommodation 
they  need,  and  would  not  abuse,  through  the  omission  of  the 
law  to  provide  just  remedies  against  dislionest  or  reckless 
borrowers. 

But  though  it  were  granted  that  retail  transactions,  on 
any  footing  but  that  of  ready  money  payment,  are  an  eril, 
and  their  entire  suppression  a  fit  object  for  legislation  to  aim 
at ;  a  worse  mode  of  compassing  that  object  could  scarcely 
be  invented,  than  to  permit  those  who  have  been  trusted  by 
othem  to  cheat  and  rob  them  with  impunity.  The  law  does 
not  generally  select  the  vices  of  mankind  as  the  appropriate 
instrument  for  inflicting  chastise  luent  on  the  comparatively 
innocent :  when  it  seeks  to  discourage  any  course  of  action, 
it  does  so  by  applying  inducements  of  its  own,  not  by  out- 
lawing those  who  act  in  the  manner  it  deems  objectionable, 
and  letting  loose  the  predatory  infitincts  of  the  worthless  part 
of  mankind  to  feed  upon  them.  If  a  man  has  committed 
murder,  the  law  condemns  him  to  death ;  but  it  does  not 
promise  impunity  to  anybody  who  may  kill  him  for  the 
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of  taking  liis  purse*  Tlie  offence  of  believing  anotlier's  word, 
even  rashlj,  is  not  so  heinous  that,  for  the  sake  of  discoura- 
ging it,  the  spectacle  shouki  be  brought  home  to  every  door, 
of  triumphant  raiscality,  with  the  law  on  its  side,  moekiog 
the  victims  it  has  made,  Tliis  pestilent  example  has  been 
very  widely  exhibited  since  the  relaxation  of  the  insolvency 
laws.  It  ia  idle  to  expect  thatj  even  by  aljsolutely  depriving 
creditors  of  all  legal  redress,  the  kind  of  credit  which  is  con- 
sidered objectionable  would  really  be  very  much  checked. 
Kognes  and  swindlers  are  still  an  cxeei)ti()n  among  mankind, 
and  people  will  go  on  trusting  eacli  other's  promises.  Lai'ge 
dealers,  in  abundant  business,  would  refuse  credit,  as  many 
of  them  already  do  :  but  in  the  eager  competition  of  a  great 
town,  what  can  be  expected  from  the  tradesmen  to  whom  a 
single  customer  is  of  impoi-tance,  the  beginner,  perliaps,  who 
is  striving  to  get  into  business  ?  He  will  take  the  risk,  even 
if  it  were  still  greater ;  he  is  ruined  if  he  cannot  sell  his 
goods,  and  he  can  but  be  ruined  if  he  is  defrauded.  Nor 
does  it  avail  to  say,  that  he  ought  to  make  proper  inquiries, 
and  ascertain  tlie  character  of  those  to  whom  he  supplies 
goods  on  trust.  In  some  of  the  most  flagrant  cases  of  prof- 
ligate debtors  which  have  come  before  the  Bankruptcy  Court, 
the  swindler  had  been  able  to  give^  and  had  given  excellent 
references.* 


*  The  following  estracta  from  the  French  Code  de  Commerce  (the  trsmela- 
tion  Is  that  of  Mr,  Fane),  show  the  great  extent  to  which  the  just  diatinctiona  iire 
madCj  and  the  proper  iiiveslig^ations  provided  for^  bj  French  law.  The  word 
banquerotej  which  can  onlv  he  translated  by  bankruptcy,  is,  however,  eonhnod 
in  Franee  to  eulpahle  mm\venc}\  which  is  distinguished  into  simph  bankruptcj 
tmd  franduknt  bankruptcy.     The  foUowing  are  eaaea  of  simple  bankruptcy: — 

**  Every  insolvent  who^  io  the  investigation  of  his  aiSairs^  shall  appear  charge- 
able with  one  or  more  of  the  foUowing  offences,  shall  be  proceeded  against  as  t 
simple  bankrupt. 

*^  If  his  house  expenses,  which  he  is  bound  to  enter  regularly  in  a  day-hook, 
appear  excessive* 

»*If  he  has  spent  considerable  sums  at  play,  or  iu  operations  of  puTQ 
hazard, 

*'lf  it  shall  appear  that  he  has  borrowed  lai^ely,  or  resold  merchondlat  at  a 
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iMi^  or  belov  the  cmrent  {vice,  sfler  k  i 
hif  debt!  exceeded  hm  aoaets  bj  oo^-ImIC 

*'  If  be  Im  i«Kd  nefotkhle  i 
■bte  iMeta,  ■gcotdiiig  to  bii  k 

'^  The  foDoving  mdy  abo  b«  proceeded .i 

^'  Ee  who  h«)»  oot  dedtfed  Ut  oim  ioHlTenej  m  the  manner  preoeribed  bj 

^*  He  who  haa  not  come  in  and  eorRDdtred  vidim  the  tmie  Hrnitwi  baTii^ 
no  legitunase  escoee  for  his  abience; 

"  He  who  etiher  prodocea  no  books  at  all^  or  prodnoes  audi  as  harve  1 
trregniarlj  kept,  and  tbk  altboogh  the  irrcgukrides  ma j  noc  Indicate  fiand.* 

The  penalty  for  ^^  ample  bankmpccj*'  ia  imprisomDent  for  a  t»m  of  not  lean 
than  one  month,  nor  more  than  two  jeara.  The  foDowing  are  caeea  of  fnmdn- 
lent  bankruptcy,  of  which  the  pnnwiiment  m  trmtaux  fortit  (the  gaUejsX  for  i^ 
term: 

**  If  he  hai  attempted  to  aeconnt  for  hk  property  by  fictidoos  expenses  and 
loaaea^  or  if  he  does  not  fully  account  for  all  Ms  receipts : 

*'  If  he  haa  fraudolently  concealed  any  sum  of  money  or  any  debt  due  to 
him,  or  any  merchandise  or  other  moTeables : 

'*  If  he  has  made  fraudulent  sales  or  gifts  of  hk  property: 

**  If  he  haa  allowed  ficutiotis  debts  to  be  prored  against  his  estate: 

**  If  he  has  been  entrusted  with  property,  either  merely  to  keep,  or  with 
special  directions  as  to  tt^  use,  and  has  nevertheless  appropriated  it  to  hk  own 
use :  *'  (for  such  acts  of  peculadon  by  trustees  there  is  generally  in  England  only 
a  civil  remedy,  and  that  too  through  the  Court  of  Chaucery:) 

'*  If  be  has  purchased  real  property  in  a  borrowed  name : 

^*  If  be  had  concealed  hiiA  bookA. 

*^  The  following  irt^y  also  be  proceeded  against  in  a  similar  way: — 

''  He  who  has  not  kept  books.,  or  whose  books  shaU  not  ejthibit  bk  real 
situation  as  regards  his  debts  and  credita 

*■*  He  whOf  baviDg  obtained  a  protection  {sauf-condnit)^  shall  not  bane  doly 
attended." 

These  various  provisions  relate  only  to  commercial  insolvency.  The  laws  in 
regard  to  ordinary  debts  are  ooaaiderably  more  rigorous  to  the  debtor. 


CHAPTEB  X, 

OF  DiTTERFEREKCES  OF  GOVERNMENT  GROUKDED  OK 
ERRONEOUS  THEORIES. 


§  1.  From  tlie  Beeessary  fiioctioDs  of  governmentj  and 
the  effects  produced  oa  the  economical  interests  of  society 
by  their  good  or  ill  discharge,  we  proceed  to  the  functions 
which  belong  to  what  I  have  termed,  for  want  of  a  better 
designation,  the  optional  class  ;  those  which  ai^e  sometimes 
assumed  by  governments  and  sometimes  notj  and  which  it 
is  not  unanimously  admitted  that  they  ought  to  exercise. 

Before  entering  on  the  general  principles  of  the  ques- 
tion, it  will  be  advisable  to  clear  from  our  path  all  those 
cases  in  which  government  interference  works  ill,  because 
grounded  on  false  views  of  the  subject  interfered  witb. 
Such  cases  have  no  connection  with  any  theory  respecting 
the  proper  limits  of  interference.  There  are  some  things 
with  which  governments  ought  not  to  meddle,  and  other 
thuigs  with  which  they  ought ;  but  whether  right  or  wrong 
in  itself,  the  interference  must  work  for  ill,  if  government, 
not  understanding  the  subject  which  it  meddles  with,  med- 
dles to  bring  about  a  result  which  would  be  mischievous. 
We  wiU  therefore  begin  by  passing  in  review  various  false 
theories,  which  have  from  time  to  time  formed  tlie  gromid 
of  acts  of  government  more  or  less  economically  injurious. 

Former  writers  on  political  economy  have  found  it  need- 
ful to  devote  much  trouble  and  space  to  this  department  of 
their  subject.  It  has  now  happily  become  possible j  at  least 
in  our  own  country,  greatly  to  abridge  this  purely  negative 
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part  of  our  discussions.  The  false  theories  of  political  econ* 
omy  which  have  done  so  much  mischief  in  times  past,  are 
eiitirely  discredited  among  all  who  have  not  lagged  behind 
the  general  progress  of  opinion  ;  and  few  of  the  enactments 
which  were  once  grounded  on  those  theories  still  help  to 
deform  the  statute-book.  As  the  princij^les  on  which  their 
coinkmiiiation  rests  have  been  fully  set  fortli  in  other  parts 
of  this  treatise,  we  may  here  content  ourselves  with  a  few 
brief  indications. 

Of  these  false  theories,  the  most  notable  is  the  doctrine 
of  Protection  to  Native  Industry ;  a  plirase  meaning  the 
prohibition,  or  the  discouragement  by  lieavy  duties,  of  such 
foreign  com  modi  ties  as  are  capable  of  being  produced  at 
home.  If  the  theory  involved  in  this  system  had  been  cor- 
rect, the  practicnl  conclusions  grounded  on  it  would  not 
have  been  unreasonable.  The  theory  was,  that  to  buy  things 
produced  at  home  was  a  national  benefit,  and  the  introduc- 
tion of  foreign  eomniudities,  generally  a  national  loss.  It 
being  at  the  same  time  evident  that  the  interest  of  the  con- 
sumer is  to  buy  tbi'cign  commodities  in  preference  to  domes- 
tic whenever  they  arc  either  clieaper  or  better,  the  interest 
of  the  consumer  appeared  in  this  respect  to  be  contrary  to 
the  public  interest ;  he  was  certain,  if  left  to  his  own  incli- 
nations, to  do  what  according  to  the  theory  was  injurious  to 
the  public. 

It  was  shown,  however,  in  our  analysis  of  the  effects  of 
international  trade,  as  it  liad  been  often  shown  by  former 
writers,  that  the  importation  of  foreign  commodities,  in  the 
common  course  of  traffic,  never  tiJies  place,  exce^it  when  it 
is,  economically  speaking,  a  national  good,  by  causing  the 
same  amount  of  commodities  to  be  obtmned  at  a  smaller 
cost  of  labour  and  capital  to  the  country.  To  prohibit, 
therefore,  this  importation,  or  impose  duties  which  prevent 
it,  is  to  render  the  labour  and  capital  of  the  coimtry  less 
efficient  in  production  than  they  would  otherwise  be ;  and 
compel  a  waste,  of  the  difference  between  tlie  labom*  and 
capital  necessary  for  the  home  production  of  the  commod- 
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itjj  and  that  wliich  is  required  for  prodiieing  the  tliiDi^s 
\s'ith  whieli  it  ean  be  purchased  from  abroad.  The  amount 
of  national  loss  thus  occasioned  is  measured  by  tlie  excess 
of  the  price  at  which  the  couiinodity  is  produced^  over  that 
at  which  it  could  he  imported.  In  the  case  of  manufactured 
goods  the  whole  differeuee  between  the  two  prices  is  ab- 
sorbed in  iudcmnifving  the  producers  for  waste  of  labour, 
or  of  the  capital  winch  snpports  that  labour.  Tliose  wlio 
are  supposed  to  he  benelited,  namely  the  makei'S  of  the  pro- 
tected articles,  (unless  they  form  an  exclusive  company,  and 
have  a  monopoly  against  their  own  conntrymen  as  well  as 
against  foreignerSj)  do  not  obtain  higher  profits  than  other 
people.  All  is  sheer  lossj  to  the  countiy  as  well  as  to  the 
consumer.  Wlien  the  protected  article  is  a  product  of  agri- 
cnltuj'e — the  waste  of  labour  not  being  incurred  on  the 
whole  produce,  but  only  on  what  may  he  called  the  last  m* 
stalment  of  it — the  extra  price  is  only  in  part  an  indemnity 
for  waste,  the  remainder  being  a  tax  paid  to  the  landlords. 

Tlie  restrictive  and  prohibitory  policy  was  originally 
grounded  on  what  is  erdled  the  Mercantile  System,  wliieli 
representing  tlie  advantage  of  foreign  trade  to  consist  solely 
ill  bringing  money  iuio  the  country,  gave  artificial  encour- 
agement to  exportation  of  goods,  and  discomitenanced  their 
importfitiou.  The  only  exceptions  to  the  system  were  those 
reipiircd  by  the  system  itself.  The  materials  and  instni- 
ments  of  production  were  the  subject  of  a  contrary  policy, 
diiTcted  however  to  the  same  end  ;  tliey  were  freely  imported, 
and  not  permitted  to  l>e  exported,  in  order  that  manutacturerSj 
being  more  cheaply  supplied  with  the  requisites  of  manufac- 
ture, might  be  able  to  sell  cheaper,  and  therefore  to  export 
more  largely.  For  a  similar  reason,  importation  was  allowed 
and  even  favoured,  when  confined  to  the  productions  of  coun- 
tries which  were  supposed  to  take  from  the  counti'j^  still  more 
than  it  took  from  tliem,  thus  enriching  it  hy  a  iavourable 
balance  of  trade*  As  part  of  the  same  system,  colonies  were 
founded,  for  tlie  supposed  advantage  of  compelling  them  to 
buy  om*  conunodities,  or  at  aU  events  utjt  to  buy  those  of 
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any  other  cotintrr  :  in  return  for  which  restriction,  we  were 
generally  willing  to  come  under  an  equivalent  obligation 
M*ith  respect  to  the  staple  prodoctions  of  the  colonists.  The 
consequences  of  the  theory  were  pushed  so  far,  that  it  was 
not  nnasnal  even  to  give  bounties  on  exj>ortation,  and  in- 
duce foreigners  to  buy  from  us  rather  than  from  other  conn- 
tries,  by  a  cheapness  which  we  artificially  produced,  by 
paying  part  of  the  price  for  them,  out  of  onr  own  taxes. 
Tliis  IB  a  stretch  l)ejond  the  point  yet  reached  by  any  pri- 
vate tradesman  in  his  competition  for  business.  No  shop- 
keeper, I  siiould  think,  ever  made  a  practice  of  bribing  cns- 
toiners  by  selling  goods  to  them  at  a  permanent  loss,  mak- 
ing it  up  to  himself  from  other  funds  in  his  po6&es&ion. 

The  principle  of  the  Mercantile  Theory  is  now  given  np 
even  by  writers  and  governments  who  still  cling  to  the 
restrictive  system.  "Whatever  hold  that  system  has  over 
men  s  minds,  independently  of  the  private  interests  exposed 
to  real  or  apprehended  loss  by  its  abandonment,  is  derived 
from  fallacies  other  than  the  old  notion  of  the  benefits  of 
heaping  up  money  in  tlie  country*  The  most  eifective  of 
these  is  the  speeious  plea  of  employing  our  own  eonntrymen 
and  our  national  industry,  instead  of  feeding  and  supporting 
the  indiistiy  of  foreigners.  The  answer  to  this,  from  the  prin  - 
ciples  laid  down  in  former  chaptei^,  is  evident.  Without 
reverting  to  the  fimdamental  theorem  discussed  in  an  early 
part  of  the  present  treatise,*  respecting  the  nature  and 
sources  of  emijloyment  for  labour,  it  is  suflBcient  to  say, 
what  has  usually  been  said  by  the  advocates  of  free  trade, 
that  the  alternative  is  not  between  employing  our  own  peo- 
ple aud  foreigners,  but  between  employing  one  class  and 
another  of  our  own  people.  The  imported  commodity  is 
always  paid  for,  directly  or  indirectly,  \vith  the  produce  of 
our  own  industry :  that  industry  being,  at  the  same  time, 
rendered  more  productive,  since,  with  the  same  labour  and 
outlay,  we  are  enabled  to  possess  ourselves  of  a  greater 
quantity  of  tlie  article.    Those  who  have  not  well  consid- 
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ered  the  subject  are  apt  to  supposi 

ccjiiivalent  io  our  own  prodocej  for  the  foreign  artieles  we 
eonsuiDe,  depends  on  contingencies — on  the  consent  of  for- 
eign eountries  to  make  some  corresponding  relaxation  of 
tlieir  own  restrict ionSj  or  on  the  question  whether  those 
from  w^hom  we  buy  are  induced  by  that  circumstance  to 
buy  more  from  us ;  and  that,  if  these  things,  or  things 
equivalent  to  them,  do  not  happeu,  the  paymeot  must  be 
made  in  money.  Kow,  in  the  fii'st  place,  there  is  nothing 
more  object ioiiahle  in  a  money  payment  than  in  payment 
by  any  other  medium,  if  tlie  state  of  the  market  makes  it 
the  most  advantageous  remittance ;  and  the  money  itself 
was  first  acquired,  and  would  again  he  replenished,  by  the 
export  of  an  equivalent  value  of  our  own  products.  But,  in 
the  next,  place,  a  very  short  interval  of  paying  in  money 
would  so  lower  prices  as  either  to  stop  a  part  of  th^  import- 
ation, or  raise  up  a  foreign  demand  for  our  produce,  suffi- 
cient to  pay  for  the  imports.  I  grant  that  tliis  disturbance 
of  the  equation  of  international  demand  would  be  in  some 
degree  to  our  disadvantage,  in  the  purchase  of  other  im- 
ported articles ;  and  that  a  country  wliicli  prohibits  some 
foreign  commodities,  does,  ewteris  j^arilms^  obtain  those 
which  it  does  not  prohibit,  at  a  less  price  than  it  would 
otherwise  have  to  pay.  To  express  the  same  thing  in  otlier 
words ;  a  country  which  destroys  or  prevents  altogether 
certain  branches  of  foreign  trade,  thereliy  annihilating  a 
general  gain  to  the  world,  which  would  be  shared  in  some 
proportion  between  itself  and  other  countries — does,  in  some 
circumstances,  draw  to  itself,  at  the  expense  of  foreigners,  a 
larger  share  than  would  else  belong  to  it  of  the  gain  arising 
fi'om  that  portion  of  its  foreign  trade  which  it  suffers  to  sub- 
sist. But  even  this  it  can  only  be  enabled  to  do,  if  foreign- 
ers do  not  maintain  equivalent  prohibitions  or  restrictions 
against  its  commodities.  In  any  case,  the  justice  or  expe- 
diency of  destroj^g  one  of  two  gains,  in  order  to  engross  a 
rather  larger  share  of  the  other,  does  not  require  much  dis- 
cussion ;  the  gain,  too,  which  is  destroyed,  being,  in  prn]*or 
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tioii  to  the  iiiagTiitude  of  the  transactions,  the  larger  of  the 
two,  Bince  it  is  the  one  which  capital ^  left  to  itself,  h  sup* 
posed  to  seek  by  preference. 

Defeated  as  a  general  theory,  the  Protectionist  doctrine 
finds  support  in  eome  irartieular  cases,  from  considerations 
whicli,  when  really  in  point,  involve  greater  interests  than 
mere  saving  of  hiljonr  ;  the  interests  of  national  subsistence 
and  of  natioual  defence.  The  discussions  on  the  Corn  Laws 
have  familiarized  everybody  with  the  ple%  that  w^e  ought 
to  be  independent  of  foreigners  for  the  food  of  the  people; 
and  the  Navigation  Laws  were  grounded,  in  theory  and 
profession,  on  the  neceBsity  of  keeping  up  a  "  nursery  of 
seamen  "  for  tlie  navy.  On  this  last  Buhject  I  at  once  admits 
that  the  object  is  worth  the  sacrifice ;  and  that  a  country 
exjiosed  to  invasion  by  sea,  if  it  cannot  otherwise  have  suffi* 
cient  shrpa  and  sailors  of  its  own  to  secure  the  means  of 
manning  on  an  emergency  an  adequate  fleet,  is  quite  right 
in  obtaining  those  means,  even  at  an  economical  sacrifice  in 
point  of  cheapness  of  transport.  When  the  English  naviga- 
tion laws  were  enacted,  the  Dutch,  from  tlieir  maritime 
skill  and  their  low  rate  of  profit  at  liome,  were  aide  to  car- 
ry lor  other  nations,  England  included,  at  cheaper  rates 
than  those  nations  could  carry  for  themslves :  wldch  placed 
al!  other  countries  at  a  great  comparative  disadvantage  in 
obtairdng  experienced  seamen  for  their  ships  of  war.  Tlie 
Kavigntion  Laws,  by  wdiieh  this  deficien(*y  w^as  remedied, 
and  at  the  same  time  a  blow  strnck  against  the  maritime 
power  of  a  nation  with  which  England  was  then  frequently 
engaged  in  liostilities,  were  probably,  though  econon^ically 
disadvantageous,  politically  expedient.  Uut  English  ships 
and  sailors  can  now  navigate  as  cheaply  as  those  of  any 
other  country ;  maintainiug  at  least  an  equal  competition 
with  the  other  maritime  nations  even  in  their  own  trade. 
The  ends  which  may  once  lia^-e  justified  Navigation  Laws, 
require  them  no  longer,  and  aflxirded  no  reason  for  main- 
taining this  invidious  exception  to  the  general  rule  of  free 
trade. 
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With  regard  to  subsistence,  the  i>lca  of  the  Protection- 
ists has  been  so  often  and  .so  triumphantly  nietj  tliat  it 
requires  little  notice  here.  That  country  is  the  most  stead- 
ily as  well  as  the  most  abundantly  snpphed  with  food, 
which  draws  its  supplies  from  tlie  largest  surface.  It  is 
ridienlous  to  found  a  general  system  of  policy  on  so  im- 
probable a  danger  as  that  of  being  at  war  with  all  the 
nations  of  tlie  world  at  once ;  or  to  suppose  that,  even  if  infe- 
rior at  sea,  a  whole  eountrj  could  be  blockaded  like  a  town, 
or  that  the  growers  of  food  in  other  countries  would  not 
be  as  anxious  not  to  lose  an  advantageous  market,  as  we 
should  be  not  to  be  deprived  of  their  corn.  On  the  subject, 
however,  of  subsistence,  there  is  one  point  which  deserves 
more  especial  consideration.  In  cases  of  actual  or  appre- 
hended scarcity,  many  countries  of  Europe  are  accustomed 
to  stop  the  exportation  of  food.  Is  this,  or  not,  sound  policy? 
There  can  be  no  donbt  that  in  the  present  state  of  inter- 
uatioual  morality,  a  people  cannot,  any  more  than  an  indi- 
vidual, be  blamed  for  not  starving  itself  to  feed  others. 
But  if  the  greatest  amount  of  good  to  mankind  on  the 
whole,  were  the  end  aimed  at  in  the  maxims  of  internation- 
al conduct,  such  collective  churlishness  would  certainly  be 
condemned  by  them.  Suppose  that  in  ordinary  circum- 
stances the  trade  in  food  were  perfectly  free,  so  that  the 
price  in  one  country  could  not  habitually  exceed  that  in 
any  other  by  more  than  the  cost  of  carriage,  together  with 
a  moderate  profit  to  the  importer.  A  general  scarcity  en- 
sues, affecting  all  countries,  but  in  unequal  degrees.  If  the 
price  rose  in  one  country  more  than  in  others,  it  wonhj  be  a 
proof  that  in  that  country  tbe  scarcity  was  severest,  and 
that  by  permitting  food  to  go  freely  thither  from  any  other 
coujitry,  it  would  be  spared  from  a  less  urgent  necessity  to 
relieve  a  greater.  When  the  interest,  therefore,  of  all  coun- 
tries are  considered,  free  exportation  is  desirable.  To  the 
exporting  country  considered  separately,  it  may,  at  least  ou 
ft  the  particular  occasion,  he  an  inconvenience :   but  taking 
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in  some  future  Boason  l>e  the  receiver,  and  the  oii< 
benefited  bj  tbe  freedoni,  I  cannot  but  tliink  that  even  to 
the  appreheusion  of  food-rioters  it  might  be  made  apparent, 
tbat  in  sncli  cases  they  should  do  to  others  what  they  would 
wish  done  to  tliemselves. 

In  countries  in  which  the  system  of  Protection  is  declin^fl 
ing,  but  not  yet  wholly  given  up^sueh  as  the  United  States, 
a  doctrine  has  conic  into  notice  which  is  a  sort  of  conopro* 
mise  between  free  trade  and  restrlctioDj  namely,  tbat  protec- 
tion for  protection's  sake  is  improper,  but  that  there  is  notli- 
ing  objectionable  in  having  as  much  protection  as  may  inci- 
dentally result  from  a  tariff'  framed  solely  for  revenue. 
Even  in  England,  regret  is  sometimes  expressed  that  a 
*'  moderate  fixed  duty  "  was  not  preserved  on  coni,  on  ac- 
count of  tbe  revenue  it  w^ould  yiekL  Independently ,  how- 
ever, of  the  general  impolicy  of  taxes  on  the  necessaries  of 
life,  this  doctrine  overlooks  the  fact,  that  revenue  is  received 
only  on  the  quantity  imported,  but  that  the  tax  is  paid  on 
the  entire  quantity  consumed.  To  make  tlie  public  pay 
mucli  tlutt  the  treasury  may  receive  a  little,  is  no  eligible 
mode  of  obtaining  a  revenue.  In  the  case  of  manufactured 
articles  the  doctrine  involves  a  palpable  inconsistency.  The 
object  of  the  duty  as  a  means  of  revenue,  is  inconsistent 
with  its  affording,  even  incidentally,  any  protection.  It 
can  only  operate  as  protection  in  bo  far  as  it  prevents  im- 
portation ;  and  to  whatever  degree  it  prevents  importation, 
it  affords  no  revenue. 

Tlie  oidy  ca^e  in  which,  on  mere  principles  of  political 
economy,  protecting  duties  can  be  defensible,  is  when  they  ■ 
•  are  imp0:5ed  temporarily  (especially  in  a  young  and  rising 
nation)  in  bopes  of  naturalizing  a  foreign  industry,  in  itself 
perfectly  suitable  to  the  circumstances  of  the  country.  The 
superiority  of  one  country  over  another  in  a  branch  of  pro- 
duction, often  ariBes  only  from  having  begun  it  sooner. 
There  may  be  no  inherent  advantage  on  one  part,  or  disad- 
vantage on  the  other,  but  only  a  ]i resent  superiority  of  ac- 
quired skill  and  experience.    A  countiy  which  has  this  skill 
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and  experience  yet  to  acquire,  may  in  other  respects  be  bet- 
ter adapted  to  the  prodoction  than  those  %rhieh  were  eai^ier 
in  the  field ;  and  besides,  it  is  a  just  remark  of  Mr.  Rae, 
that  nothing  has  a  greater  tendency  to  promote  iinprove- 
ments  in  any  branch  of  production,  than  its  trial  nnder  a 
new  set  of  conditions.  But  it  cannot  be  expected  that  indi- 
viduals should  J  at  their  own  risk,  or  rather  to  their  certain 
loss,  introduce  a  new  manufacture,  and  hear  the  burden  of 
carrying  it  on,  until  the  producers  have  been  educated  up 
to  the  level  of  those  with  whom  the  procesBes  are  tradition- 
ah  A  protecting  dnty^  continued  for  a  reasonable  time, 
wall  sometimes  be  the  least  inconvenient  mode  in  which  the 
nation  can  tax  itself  for  the  support  of  such  an  experiment. 
But  the  protection  should  be  confined  to  cases  in  which 
there  is  orood  (ground  of  assurance  that  the  industry  which 
it  fosters  will  after  a  time  be  able  to  dispense  with  it ;  nor 
should  the  domestic  producers  ever  be  allowed  to  expect 
that  it  will  be  continued  to  them  beyond  the  time  necessary 
for  a  fair  trial  of  what  they  are  capable  of  accomplishing. 

There  is  only  one  part  of  the  Protectionist  scheme  which 
requires  any  further  notice  :  its  policy  towards  colonies,  and 
foreign  dependencies  ;  that  of  compelling  them  to  trade  ex- 
clusively with  the  dominant  countiy.  A  country  which 
thus  secm-es  to  itself  an  extra  foreign  demand  for  its  com- 
modities, undoubtedly  gives  itself  some  advantage  in  the 
distribution  of  the  general  gains  of  the  commercial  world. 
Since,  however,  it  causes  the  indnstiy  and  capital  of  the 
colony  to  be  diverted  from  channels,  which  are  proved  to 
be  the  most  productive,  inasmuch  as  they  are  those  into 
which  industry  and  capital  spontaneously  tend  to  flow ; 
there  is  a  loss,  on  the  whole,  to  the  productive  powers  of 
the  world,  and  tlie  mother  country  does  not  gain  so  much 
as  she  makes  the  colony  lose.  If,  therefore,  the  mother 
country  refuses  to  acknowledge  any  reciprocity  of  obliga- 
tions, she  imposes  a  tribute  on  the  colony  in  an  indirect 
mode,  greatly  more  oppressive  and  injurious  than  the  di- 
rect.    But  if,  with  a  more  equitable  spirit,  she  submits  ];e]'- 
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self  to  ooiTe&ponding  restrietioBS  for  the  benefit  of  tin 
Jiy,  the  result  of  the  whole  transaction  ii^  the  rkliei)lous  one, 
that  each  party  loses  muchj  ia  order  that  the  other  inaj 
gain  a  little. 


§  2.  Next  to  the  system  of  Protection,  among  mis- 
chievous interferences  with  the  spontaoeous  course  of  indas- 
trial  transactions,  may  be  noticed  ceitain  interferences  with 
contracts*  One  instance  is  that  of  the  Usury  Laws.  These 
originated  in  a  religious  prejudice  against  receiving  interest B 
on  money,  derived  from  that  truitfnl  source  of  mischief  in  " 
modern  Kurope,  the  attempted  adaptation  to  Christianity 
of  doctrines  and  precepts  drawn  from  the  Jew^ish  law.  In 
Mahonicdan  natiuus  tlie  receiving  of  interest  is  formally  in-j 
terdieted,  and  rigidly  abstained  from  ;  and  Sismondi  has; 
noticed,  as  one  among  the  causes  of  the  industrial  inferior- 
ity of  the  Catholic,  compared  with  the  Protestant  parts  of 
Europe,  that  tlie  Catholic  church  in  the  njiddle  ages  gave 
its  sanction  to  the  same  prejudice ;  which  subsists,  impaired 
but  not  destroyed  J  wherever  that  religion  is  acknowledged 
Where  law  or  conscientious  scruples  prevent  lending  at  in- 
terest, the  capital  which  belongs  to  persons  not  in  business 
is  lost  to  productive  purposes,  or  can  be  applied  to  them 
only  iu  peculiar  circumstances  of  personal  comiection,  or  by 
a  subterfuge.  Industry  is  thus  limited  to  the  capital  of  the 
undertakers,  and  to  what  they  caji  borrow  from  persons  not 
bound  by  the  same  laws  or  religion  as  themselves.  In 
Mussulman  countries  the  bankers  and  money  dealers  ara 
either  Hindoos,  Armenians,  or  Jews. 

In  more  improved  comitries,  legislation  no  longer  dis- 
countenances the  receipt  of  an  etpiivalent  fur  money  lent ; 
but  it  has  everywhere  interfered  with  the  free  agency  of  the 
lender  and  borrower,  by  fixing  a  legal  Hmit  to  the  rate  of 
interest,  and  making  the  receipt  of  more  than  the  appointed 
maximum  a  penal  ofience.  This  restriction,  though  ap- 
proved by  Adam  Smithj  has  been  condemned  by  all  en- 
lightened   i^ersons   since   the   triuni|>hant   onslaught  niad(i 
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upon  it  by  Beiitham  in  Iiis  *'  Letters  on  ITsiirVj"  wliieli  may 
still  be  referred  to  as  the  beet  extant  writing  on  the  siihject. 
Legislators  may  enact  and  maintain  Usury  Laws  from 
one  of  two  motives  :  ideas  of  public  pohey,  or  concern  for 
the  interest  of  the  parties  in  the  contract ;  in  this  case,  of 
one  party  alone,  the  borrower.  As  a  matter  of  policy,  the 
notion  may  possibly  te,  that  it  is  for  the  general  good  that 
interest  should  be  low*  It  m  however  a  misapprehension 
of  the  causes  which  iufiucnce  commercial  transactions,  to 
snppose  that  the  rate  of  interest  is  really  made  lower  by 
law,  than  it  would  be  made  by  the  spontaneous  play  of  sii|>- 
ply  and  demand.  If  the  competition  of  borrowers,  let^  un- 
restrained, would  raise  the  rate  of  interest  to  six  per  cent, 
this  proves  that  at  tive  there  would  be  a  greater  demand 
for  loans,  than  there  ia  capital  in  the  market  to  snpply.  If 
the  law  in  these  circumatances  permits  no  interest  beyond 
five  per  cent,  there  will  be  some  lenders,  who  not  choosing 
to  disobey  the  law,  and  not  heing  in  a  condition  to  employ 
their  capital  otherwise,  will  content  themselves  with  the  le- 
gal rate :  but  others,  finding  that  in  a  season  of  pressing  de- 
mand, more  may  be  made  of  tlieir  capital  by  other  means 
than  thej  are  permitted  to  make  by  lending  it,  will  not  lend 
it  at  all ;  and  the  loanable  capital,  already  too  small  for  the 
demand,  will  be  still  further  diminished.  Of  the  disap- 
pointed candidates  there  will  be  many  at  such  periods,  who 
must  have  their  necessities  supplied  at  any  price,  and  these 
will  readily  find  a  third  section  of  lenders,  who  will  not  be 
averse  to  join  in  a  violation  of  the  law,  either  by  circuitous 
transactions  partaking  of  the  nature  of  fraud,  or  by  relying 
on  the  honour  of  the  boixower.  The  extra  expense  of  the 
roundabout  mode  of  proceeding,  and  an  equivalent  for  the 
risk  of  non-payment  and  of  legal  penalties,  must  be  paid  by 
the  borrower,  over  and  above  the  extra  interest  whieh  would 
have  been  required  of  him  by  the  general  state  of  the  mar- 
ket. Tlie  laws  which  were  intended  to  lower  the  price  paid 
by  him  for  pecuniaiy  accommodation,  end  thus  in  greatly 
increasing  it*     These  laws  have  also  a  directly  demoralizing 
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tendency.     Knowing  tlie  difficulty  of  detecting  an  illegal 

|ie('Uiiiary  transaction  between  two  persouSj  in  wlucli  no 
third  person  is  involved,  so  long  as  it  is  the  interest  of  botli 
to  keep  the  secret,  legislators  have  adopted  the  expedient 
of  tempting  the  borrower  to  become  the  informerj  by  mak- 
ing tht;  annulment  of  the  debt  a  part  of  the  penalty  for  the 
otfence ;  thus  rewarding  men  for  ohtaining  the  property  of 
others  by  false  promiseSj  and  then  not  only  refusing  pay- 
ment, but  invukiiig  legal  penalties  on  those  who  have  helped 
them  in  their  need.  The  moral  sense  of  manHnd  very 
rightly  infamizes  those  who  resist  an  otherwise  just  claim 
on  the  ground  of  usury,  and  tolerates  sncli  a  plea  only  when 
resorted  to  as  the  best  legal  defence  available  against  an  at- 
tempt really  considered  as  partaking  of  fraud  or  extortion.  ■ 
But  this  very  severity  of  public  opinion  rendens  the  enforce- 
ment of  the  laws  so  difficult,  and  the  iniiction  of  tlie  penal- 
ties 90  rare,  that  when  it  does  occm*  it  merely  victimizes  an 
individual,  and  has  no  effect  on  general  practice. 

lu  60  far  as  the  jnotive  of  the  restriction  may  be  sup-j 
posed  to  be,  not  public  policy,  but  regai^d  for  the  interest  of  ( 
the  borrower,  it  would  be  difficult  to  point  out  any  case  in 
which  such  tenderness  on  the  legislator's  part  is  more  mis- 
placed.    A  person  of  sane  mind,  and  of  the  age  at  whicli 
persons  are  legally  competent  to  conduct  their  own  con- 
cerns, must  be  presumed  to  be  a  sufficient  guardian  of  his] 
pecuniary  interests.     If  he  may  sell  an  estate,  or  grant  a  re-^ 
lease,  or  assign  away  all  his  property,  without  control  from 
the  law,  it  seems  very  unnecessary  that  the  only  bargahi  j 
which  he  cannot  make  without  its  intermeddling,  should  be  J 
a  loan  of  money.     The  law  seems  to  presmne  that  the 
money-lender,  dealing  with  necessitous  persons,  can  takti 
advantage  of  their  necessities,  and  exact  conditions  limited 
only  by  his  own  pleasure.     It  might  be  so  if  there  wer 
only  one  money-lender  within  reach.    But  when  thei^  is  the] 
whole  moneyed  capital  of  a  w^ealthy  eoninumlty  to  resort] 
to,  no  borrower  is  placed  imder  any  disadvantage  in  thel 
market  merely  by  the  urgency  of  his  need.     If  he  cannot 
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borrow  at  tlie  interest  paid  by  other  people,  it  must  be  be- 
eaiii^e  he  cannot  give  such  good  security :  aud  competition 
will  limit  the  extra  demand  to  a  fair  equivalent  for  the  nsk 
of  his  proving  insolvent.  Tliougli  the  law  intends  favour  to 
the  borrower,  it  is  to  him  above  all  that  injustice  i&,  in  this 
case,  done  by  it.  What  can  be  more  unjust  than  that  a 
person  who  cannot  give  perfectly  good  seeurity,  should  be 
prevented  from  borrowing  of  persons  who  are  willing  to 
lend  money  to  Mm,  by  their  not  being  permitted  to  I'eeeive 
tlie  rate  of  interest  which  would  be  a  just  equivalent  for 
their  risk  ?  Throogli  the  mistaken  kindness  of  the  lawj  he 
must  either  go  without  the  money  which  is  perhaps  neces- 
sary to  save  him  from  much  greater  losses,  or  be  driven  to 
expedients  of  a  far  more  ruinous  description,  which  the  law 
either  has  not  found  it  possible,  or  has  not  happened,  to  in- 
terdict. 

Adam  Smith  rather  hastily  expressed  the  opinion,  that 
only  two  khids  of  personSj  "  prodigals  and  projectors,''  could 
require  to  borrow  money  at  more  than  the  market  rate  of 
interest,  lie  should  have  included  all  persons  who  are  in  any 
pecuniary  difBculties,  however  temporary  their  necessities 
may  be.  It  may  happen  to  any  person  in  business,  to  be 
disappointed  of  the  resources  on  which  he  had  calculated 
for  meeting  some  engagement,  the  non-fulfilment  of  which 
on  a  fixed  day  would  be  bankruptcy.  In  periods  of  com- 
mercial difhoulty,  this  is  tlie  condition  of  many  prosperous 
mercantile  firms,  who  become  competitors  for  the  small 
amount  of  disposable  capital  which,  in  a  time  of  general 
distrust,  the  owners  are  willing  to  pai*t  with.  Up  to  the 
relaxation  of  the  usury  laws  a  few  years  ago,  the  limitationn 
imposed  by  those  laws  were  felt  as  a  most  serious  aggrava 
tion  of  every  commercial  crisis.  Merchants  who  could  have 
obtained  the  aid  they  required  at  an  interest  of  seven  or 
eight  per  cent,  for  short  periodsj  were  obh'ged  to  give  20  or 
30  per  cent,,  or  to  resort  to  tbrced  sales  of  goods  at  a  still 
greater  loss.  Experience  having  obtruded  these  evils  on 
the  notice  of  Parliament,  a  sort  of  compromise  took  places 
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of  which  English  legislation  affords  so  many  instances,  and 
whld*  lielps  to  make  our  laws  and  policy  the  mass  of  incon- 
sistency that  they  are.  The  law  was  reformed  as  a  person 
retbrais  a  tight  shoe,  who  cuts  a  hole  in  it  where  it  pinches 
hardest,  and  contiBiies  to  wear  it.  Retaining  the  erroneons 
principle  as  a  general  rale,  Pai'liament  allowed  an  excep- 
tion in  the  case  in  wliich  the  practical  mischief  was  most 
flagrant.  It  left  the  u^ury  laws  unrepealed,  bnt  exempted 
bills  of  exchange,  of  not  more  than  three  months*  date,  from 
their  operation.  Some  years  afterwards  the  laws  were  re- 
pealed in  regard  to  all  other  contracts,  but  left  in  force  as  to  ; 
all  those  which  relate  to  land.  jN'ot  a  particle  of  reason  could 
be  given  fur  making  this  extraordinary  distinction  ;  but  the 
"  agricultural  mind  "  was  of  opinion  that  the  interest  on 
mortgages,  though  it  hardly  ever  came  up  to  the  permitted 
point,  would  come  up  to  a  still  higher  point ;  and  the  usury 
laws  were  maintained  that  the  landlords  might,  as  they  I 
thought,  be  enabled  to  boiTow  below  the  market  rate,  as  the 
corn-laws  were  kept  up  that  the  same  class  might  be  able 
to  sell  com  above  the  market  rate.  The  modesty  of  the 
pretension  was  quite  worthy  of  the  intelligence  which  could 
think  that  the  end  aimed  at  was  in  any  way  forwarded  by 
the  means  used. 

With  regard  to  the  " prodigals  and  projectors'' spoken 
of  by  Adam  Smith  ;  no  law  can  prevent  a  prodigal  from 
mining  hhnself^  unless  it  lays  him  oi*  his  property  under  ac- 
tual restraint,  according  to  the  unjustifiable  practice  of  the 
Roman  Law  and  some  of  the  Continental  systems  founded 
on  it.  The  only  effect  of  usury  law  upon  a  prodigal,  is  to 
make  his  ruin  rather  more  expeditious,  by  driving  him  to  a  | 
disreputable  class  of  money-dealers,  and  rendering  the  con- 
ditions more  onerous  by  the  extra  risk  created  by  the  law. 
As  for  projectors,  a  term,  in  its  unfavourable  sense,  rather  1 
unfairly  applied  to  every  person  who  has  a  project ;  such 
laws  may  put  a  veto  upon  the  prosecution  of  the  most  prom- 
ising enterprise,  when  planned,  as  it  generally  is,  by  a  per- 
son who  does  not  possess  capital  adequate  to  its  encccssful ' 
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€ompletioD.  Many  of  the  greatest  improYeirieiits  were  at 
fir^t  loolced  sliyly  on  Ly  capitalists,  and  had  to  wail  long 
before  they  found  one  snfliciently  adventnrous  to  be  the 
first  in  a  new  path  :  many  years  elapsed  before  Stephenson 
could  convinee  even  the  entei-p rising  mercantile  public  of 
Liverpool  and  Manchester,  of  the  advantage  of  snbsti tilting 
railways  for  tiirii[Hke-rQads ;  and  plans  on  wliicli  great  la- 
boar  and  large  sums  have  been  expended  with  little  visible 
result,  (tlie  epoch  in  their  progress  when  predictions  of  fail- 
ure are  most  rife,)  may  be  indefinitely  suspended,  or  alto- 
gether dropped,  and  the  ontlay  all  lost,  if^  when  the  original 
fimds  are  exhausted,  the  law  will  not  allow  more  to  be 
raised  on  the  terms  on  which  people  are  willing  to  expose  it 
to  the  chances  of  an  enterprise  not  yet  seenrc  of  success, 

§  3,  Loans  are  not  the  only  kind  of  contract,  of  which 
governments  have  thought  themselves  qualified  to  regulate 
the  conditions  better  than  t!ie  persons  interested.  There  "^ 
scarcely  any  commodity  which  they  have  not,  at  some  pliice 
or  time,  endeavoured  to  make  either  dearer  or  cheaper  than 
it  woidd  be  if  left  to  itself.  Tlie  most  plausible  ease  for  arti- 
ficially cheapening  a  commodity,  is  that  of  food.  The  de- 
sirableness of  the  object  is  in  this  case  undeniable.  But 
since  the  average  price  of  food,  like  that  of  other  things, 
conforms  to  the  cost  of  production  with  the  addition  of  the 
usual  profit ;  if  this  price  is  not  expected  by  the  farmer,  he 
will,  unless  compelled  by  law,  produce  no  more  than  he  re- 
quires for  his  o^vn  consumption:  and  the  law  therefore,  if 
absolutely  determined  to  have  food  cheaper,  must  substitute, 
for  the  ordinary  motives  to  cultivation,  a  system  of  penab 
ties.  If  it  shrinks  from  doing  this,  it  has  no  resource  but 
that  of  taxing  the  Ty^hole  nation,  to  give  a  bounty  or  pre- 
mium to  the  grower  or  importer  of  corn,  thus  giving  every- 
l>ody  cheap  bread  at  the  expense  of  all :  in  reality  a  largess 
to  those  who  do  not  pay  taxes,  at  the  expense  of  those  who 
do ;  one  of  the  forms  of  a  practice  essentially  bad,  that  of 
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converting  the  working  daaees  mto  tmwarkiiig  rtimpg  by 
making  tliem  a  present  of  gabsifiteiee^ 

It  ta  ooC  bowerer  eo  mndi  tbe  geoenl  or  average 
of  foody  as  tia  occaakmal  bigb  price  in  dmes  of  emerg&tcj 
wbich  governments  hare  stniiied  to  re«itice.  In  some 
aa  for  example  tbe  famous  ^  majdmmn  '^  of  the  revofaitkni- 
aiy  government  of  1793,  the  compnkoiy  ii^nlation  was  an 
attempt  by  the  ruling  powers  to  connteract  the  neoeaBary 
consequences  of  their  own  acts;  to  scatter  an  indefinite 
abandance  of  the  eircolating  medinm  with  one  band,  and 
keep  down  prices  with  the  other ;  a  thing  manitestly  im- 
possible under  any  re^me  except  one  of  unmitigated  terror. 
In  case  of  actual  scarcity,  governments  are  often  urged,  as 
they  were  in  the  Iri^h  emergency  of  1S4:7,  to  take  measures 
of  some  sort  for  moderating  the  price  of  food.  But  the 
price  of  a  thing  cannot  be  raised  by  deficiency  of  supply,  _ 
bejond  what  is  gufiicient  to  make  a  corresponding  reduction  m 
of  the  consumption  ;  and  if  a  government  prevents  this  re- 
ductioo  from  being  brought  about  by  a  rise  of  price,  there 
remains  no  mode  of  effecting  it  unless  by  taking  possession 
of  all  the  food,  and  serving  it  out  in  rations,  as  in  a  besieged 
town.  In  a  real  scarcity,  nothing  can  afford  genera)  relief^ 
except  a  determination  by  the  richer  classes  to  diminish 
their  own  consumption.  If  they  buy  and  consume  their 
usual  quantity  of  food,  and  content  themselves  with  giving 
money^  they  do  no  gooiL  The  price  is  forced  up  until  the 
poorest  competitors  have  no  longer  the  means  of  competing, 
.  and  the  privation  of  food  is  thrown  exclusively  upon  the 
indigent,  the  other  classes  being  only  affected  pecuniarily. 
When  the  supply  is  insuflScient,  somebody  must  consume 
less,  and  if  every  rich  person  is  determined  not  to  be  that 
somebody,  all  they  do  by  subsidizing  their  poorer  competi- 
tors IS  to  force  up  the  price  so  much  the  higher,  with  no 
effect  but  to  enrich  the  corn-dealer,  the  very  reverse  of  what 
is  desired  by  those  who  recommend  such  measures.  All 
that  governments  caii  do  in  such  emergencies,  is  to  counsel 
!i  general  moderation  in  consumption,  and  to  interdict  such 
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kinds  of  it  as  are  not  of  primary  imijortance.  Direct  meas- 
ui^es  at  the  cost  of  the  statCj  tu  procure  food  from  a  distance^ 
are  expedient  when  from  peculiar  reasons  the  thing  ib  not 
Ukely  to  be  done  by  private  speculation,  in  any  other  case 
they  are  a  great  error.  Private  speculators  will  not,  in  such 
cases,  ventm^e  to  compete  with  the  government ;  and  though 
a  goveimment  can  do  more  than  any  one  merchant,  it  cannot 
do  nearly  so  much  as  all  merchants. 


§  4,  GovemmentSj  however,  are  oftener  chargeable 
with  having  attempted,  too  successfuDy,  to  make  things 
dearj  than  with  having  aimed  by  wrong  means  at  makiag 
them  cheap.  Tlie  usual  instrument  for  producing  artificial 
dearness  is  monopoly.  To  confer  a  monopoly  upon  a  pro- 
dncer  or  dealer,  or  iipou  a  set  of  producers  or  dealers  not 
too  numerous  to  combine,  is  to  give  them  the  power  of  levy- 
ing any  amount  of  taxation  on  the  public,  for  their  indi- 
vidual benefit,  which  will  not  make  the  public  forego  the 
use  of  the  commodity.  When  the  sharers  in  the  monopoly 
are  so  mmierous  and  so  widely  scattered  that  they  are  pre- 
vented from  combiniiig,  the  evil  ia  considerably  less :  but 
even  then  the  competition  is  not  so  active  among  a  hmited, 
as  among  an  unlimited  number.  Those  who  feel  assured  of  a 
fair  average  proportion  in  tlie  general  business,  are  seldom 
eager  to  get  a  larger  share,  by  foregoing  a  portion  of  their 
profits,  A  limitation  of  competition,  however  partial,  may 
have  mischievous  efPects  quite  diaproportioned  to  the  appar- 
ent cause.  The  mere  exclusion  of  foreigners,  from  a  branclt 
of  industry  open  to  the  free  competition  of  every  native, 
has  been  known,  even  in  England,  to  render  that  branch  a 
conspicuous  exception  to  the  general  industrial  energy  of 
the  country.  The  silk  manufacture  of  England  remained 
far  behind  that  of  other  countries  of  Eiu"ope,  so  long  as  the 
foreign  fabrics  were  prohibited.  In  addition  to  the  tax  lev* 
ied  for  the  profit,  real  or  imaginary,  of  the  monopolists,  the 
consumer  thus  pays  an  additional  tax  for  their  laziness  and 
incapacity.     When  relieved  from  the  inmiediate  stimulus 
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of  competition,  producers  and  dealers  grow  imlifferent  ti 
the  dictates  of  their  ultimate  pecuniary  interest ;  preferrinj 
to  the  moet  boj>cliil  profi|>ects,  the  present  ease  of  adhering 
to  routine.     A  pei^on  who  is  already  thriving,  seldom  puts 
liimself  out  of  his  way  to  commence  even  a  lucrative  im 
provement,  unless  -urged  by  the  additional  motive  of  fear 
lest  some  rival  should  snpplaut  him  by  getting  possession 
of  it  l>efore  him, 

Tlie  condemnation  of  monopolies  ought  not  to  extend  to 
patents,  by  which  the  originator  of  an  improved  process  is 
allowed  to  enjoy,  for  a  limited  period,  the  exclusive  privi- 
lege of  using  his  own  improvement.  This  is  not  making 
the  commodity  dear  for  Iiis  benefit,  but  merely  postponing 
a  part  of  the  increased  cheapness,  which  the  public  owe  to 
the  inventor^  in  order  to  eompensate  and  reward  bira  for 
the  sen^ice.  That  he  ought  to  be  both  compensated  and 
rewarded  for  it,  will  nut  be  denied,  and  also  that  if  all  were 
at  once  allowed  to  avail  themselves  of  his  ingenuity,  -with- 
out having  shai-etl  the  lal>oui"s  or  the  expenses  which  he  had 
to  incur  in  bringing  his  idea  into  a  practical  shape,  either 
such  expenses  and  labours  would  be  undergone  by  nobody, 
except  very  opulent  and  very  public-spirited  persons,  or  the  M 
state  must  put  a  value  on  the  service  rendered  by  an  in- 
ventor,  and  make  him  a  pecuniary  grant,  This  has  l>een 
done  in  some  instances,  and  may  be  done  without  ineonve* 
nience  in  cases  of  very  conspicuous  public  l>encfit ;  but  in 
general  an  exclusive  privilege,  of  temporary  duration,  is 
preferable ;  because  it  leaves  nothing  to  any  one's  discre-  ■ 
tion  ;  because  the  reward  conferred  by  it  depends  upon  the 
invention's  being  found  useful,  and  the  greater  the  useful- 
ness the  greater  the  reward  ;  and  because  it  is  paid  by  the 
very  persons  to  whom  the  service  is  rendered,  the  consu- 
mers of  the  commodity.  So  decisive,  indeed,  are  those  con- 
sideration Sj  that  if  the  system  of  patents  were  abandoned 
for  that  of  rewards  by  the  state,  the  best  sliape  which  these 
could  assume  would  be  tliat  of  a  small  temporary  tax,  im- 
posed for  the  inventor's  benefit,  on  all  persons  makinsc  use 


« 


COMBLVATION    LAWS. 


549 


of  the  invention.  To  this,  however,  or  to  any  other  system 
which  would  vest  iu  the  state  the  power  of  deciding  wheth- 
er ail  iiiveutor  should  derive  any  pecuniary  advantage  from 
the  public  benefit  whieli  he  confersj  tlie  objections  are  eVi- 
dently  stronger  and  more  fundamental  than  the  strongest 
which  can  possibly  be  urged  against  patents ;  and  I  liave 
seen  with  real  alarm  several  recent  attempts,  in  quarters 
carrying  Bome  authority,  to  impugn  the  principle  of  patents 
altogether  ;  attempts  w^hichj  if  practically  successful,  would 
enthrone  tree  steaHug  under  the  prostituted  name  of  free 
trade,  and  make  the  men  of  brains,  still  more  than  at  pres- 
ent, the  needy  retainers  and  dependents  of  the  men  of 
money-bags, 


§  5.  I  pass  to  another  kind  of  g^jveniment  interfer- 
ence,  in  which  the  end  and  the  means  arc  alike  odious,  but 
which  existed  in  England  until  not  so  much  as  a  generation 
ago,  and  is  in  full  vigour  at  this  day  in  some  other  coun- 
tries. I  mean  the  laws  against  combinations  of  workmen  to 
raise  wages  ;  laws  enacted  and  maintained  for  the  deehired 
pm*pose  of  keeping  wages  low,  as  the  famous  Statute  of  La- 
bourers was  passed  by  a  legislature  of  employers,  to  prevent 
the  labouring  class,  when  its  numbers  had  been  thinned  by 
a  pestilence,  from  taking  advantage  of  the  diminished  com- 
petition to  obtain  higlier  wages.  Such  laws  exhibit  the  in- 
fernal spirit  of  the  slave  master,  when  to  retain  the  working 
classes  in  avowed  slavery  has  ceased  to  be  practicable. 

If  it  were  possible  tor  the  working  classes,  by  combining 
among  themselves,  to  raise  or  keep  up  the  general  rate  of 
wages,  it  needs  hardly  be  said  that  this  would  be  a  thing 
not  to  be  punished,  but  to  he  welcomed  and  rejoiced  at. 
Unfortunately  the  effect  is  quite  beyond  attainment  by  such 
means*  The  multitudes  who  compose  the  working  class  arc 
too  numerous  and  too  widely  scattered  to  combine  at  all, 
much  more  to  combine  effect ually.  If  they  could  do  so, 
they  might  doubtless  succeed  in  diminishing  the  hours  of 
labour,  and  obtaining  the  same  wages  for  less  work,     Bnt 
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if  they  aimed  at  obtaining  actually  higher  wages  than  tho 
rate  fixed  by  demand  and  supply — the  rate  which  distrib- 
utes tlie  whole  circulatiDg  capital  of  the  country  among 
the  entire  working  population — this  could  only  be  accom- 
plished by  keeping  a  part  of  their  number  i>ermanently  out 
of  employment.  As  support  from  public  charity  would  of 
course  be  refused  to  thoBe  who  could  get  work  and  would 
not  accept  it,  they  would  be  tlirown  tor  support  upon  tbe 
trades  union  uf  which  they  were  members ;  and  the  work- 
people collectively  would  be  no  better  off  tban  before,  hav» 
ing  to  BU]>port  tbe  same  numbers  out  of  the  same  aggregate  _ 
wages.  In  this  way,  however,  the  class  would  have  its  at-  | 
tention  forcibly  drawn  to  tlic  fact  of  a  superfluity  of  num- 
ber, and  to  the  necessity,  if  they  wxiuld  have  higher  wages, 
of  proportioning  the  supply  of  labour  to  the  demand. 

Combinations  to  keep  up  wages  are  sometimes  successful, 
in  trades  where  the  workpeople  are  few  in  number,  and  col- 
lected in  a  small  number  of  local  centres.  It  is  questionable 
if  combinations  ever  had  the  smallest  effect  on  the  permanent 
remuneration  of  spinners  or  weavers;  but  the  journeymen 
type-founders,  by  a  close  com  hi  nation ,  are  able,  it  is  said,  to 
keep  up  a  rate  of  wages  much  beyond  that  \vhicli  is  usual  in 
emi>loyments  of  equal  hardness  and  skill;  and  even  the 
tailors,  a  much  more  numerous  class,  are  understood  to  have 
had,  to  some  extent,  a  similar  success.  A  rise  of  wages,  thus 
confined  to  particular  employments,  is  not  (like  arise  of  gen- 
eral wages)  defrayed  from  profits,  but  raises  the  value  and 
price  of  the  particular  article,  and  falls  on  the  consumer; 
tlie  eapitalist  who  produces  the  commodity  being  only  injured 
in  so  far  as  the  liigh  price  tends  to  narrow  the  market ;  and 
not  even  then,  unless  it  does  so  in  a  greater  ratio  than  that 
of  the  rise  of  price ;  for  though,  at  higher  wages,  he  employs, 
with  a  given  capital,  fewer  workpeople,  and  obtains  less  of 
the  commodity,  yet,  if  he  can  sell  the  whole  of  this  diniin-. 
ished  quantity  at  the  higher  price,  his  profits  are  as  great  as 
before. 

This  partial  rise  of  wages,  if  not  gained  at  the  expense 
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of  the  remainder  of  the  w^^^klng  class,  oiiglit  not  to  be  re- 
garded as  an  evih  The  consumer,  indeed,  must  pay  for  it ; 
but  cheapness  of  goods  is  desirable  only  when  the  cause  of 
it  is  that  their  productioD  costs  little  lahonrj  and  not  when 
occasioned  by  that  labour's  being  ill  remunerated.  It  may 
appear,  indeed^  at  first  sight,  that  the  high  wages  of  the  type- 
fttuuders  (for  example)  ai^e  obtained  at  the  general  cost  of 
the  lahouriiig  class.  This  lugh  remuneration  either  causes 
fewer  persons  to  find  employment  in  the  trade,  or,  if  not, 
must  lead  to  tlie  investment  of  more  capital  in  it,  at  the  ex- 
pense of  other  trades :  in  the  first  case,  it  throws  an  addi- 
tional number  of  labourers  on  the  general  market ;  in  the 
secondj  it  withdraws  from  that  market  a  portion  of  the  de- 
mand ;  effectSj  both  of  which  are  injurious  to  the  working 
classes.  Such,  indeed,  would  really  be  the  result  of  a  suc- 
cessful combination  in  a  particular  trade  or  trades,  for  some 
time  after  its  fonnation  ;  bnt  when  it  is  a  peimanent  thing, 
the  principles  so  often  insisted  upon  in  this  treatise,  show 
that  it  can  have  no  such  efibct.  The  habitual  earnings  of 
the  working  classes  at  large  can  be  affected  by  nothing  but 
the  habitual  requirements  of  the  labouring  people:  these 
indeed  may  be  altered,  but  while  they  remain  the  same, 
wages  never  fall  permanently  below  the  standard  of  these 
requirements,  and  do  not  long  remain  above  that  standard. 
If  there  had  been  no  combinations  in  particular  trades,  and 
the  wages  of  those  trades  had  never  been  kept  above  the 
common  level,  there  is  no  reason  to  suppose  that  the  com- 
mon  level  would  have  been  at  all  higher  than  it  now  is. 
There  would  merely  have  been  a  greater  number  of  people 
altogetlier,  and  a  smaller  number  of  exceptions  to  the  ordi- 
nary low  rate  of  wages. 

If,  therefore,  no  improvement  were  to  be  hoped  for  in 
the  general  circumstances  of  the  working  classes,  the  success 
of  a  portion  of  them,  however  small,  in  keeping  tlieir  wages 
by  combination  above  the  market  rate,  would  be  wholly  a 
matter  of  satisfaction.  But  when  the  elevation  of  the  char- 
acter and  condition  of  the  entire  body  has  at  last  become  a 


552 


BOOK  V.     CHAPTER  X. 


tiling  not  beyond  tlie  reach  of  rational  effort^  it  is  time  that 
tlic  better  paid  classes  of  skilled  artisans  should  seek  their 
own  advantage  in  common  with,  and  not  by  the  exclusion 
of,  their  fellow  labourers,  Wldle  they  continue  to  fix  their 
hopes  on  hedging  themBelvea  iu  against  competition,  and 
protecting  their  own  wages  by  sliiitting  out  others  from 
access  to  their  employment,  nothing  better  can  be  expected 
from  them  than  that  total  absence  of  any  large  and  generous, 
aims,  that  almost  open  disregard  of  all  other  objects  than 
high  wages  and  little  work  for  their  own  small  body,  which 
were  so  deplorably  evident  in  the  proceedings  and  manifes- 
toes of  the  Amalgamated  Society  of  Engineers  during  their 
quaiTel  with  their  employers.  Success,  even  if  attainable,, 
in  raising  up  a  protected  class  of  working  people,  would 
now  be  a  hindrance,  instead  of  a  help,  to  the  emancipation 
of  the  working  classes  at  large. 

But  though  combinations  to  keep  up  wages  are  seldom 
effectual,  and  when  cfleetuah  are,  for  the  reasons  which  I 
have  assigned,  seldom  desirable,  the  right  of  making  the 
attempt  is  one  which  cannot  be  refused  to  any  portion  of 
the  working  population  witliout  great  injustice,  or  without 
the  probability  of  fatally  misleading  them  respecting  the 
circumstances  which  determine  their  condition.  So  long  aa 
combinations  to  raise  wages  were  prohibited  by  law,  the 
law  appeared  to  the  operatives  to  be  the  real  cause  of  the 
low  wages  which  there  was  no  denying  that  it  had  done  its 
best  to  produce.  Experience  of  stiikes  has  been  the  best 
teacher  of  the  labouring  classes  on  the  subject  of  the  relation 
between  wages  and  the  demand  and  supply  of  labour :  and 
it  is  most  important  that  this  course  of  instruction  should 
not  be  distiu'bed. 

It  is  a  great  error  to  condemn,  per  se  and  absolutely^ 
either  trades  unions  or  the  collective  action  of  strikes.  I 
grant  that  a  strike  is  wrong  whenever  it  is  foolish,  and  it  id 
foolish  whenever  it  attempts  to  raise  wages  above  that  mar* 
ket  rate  which  is  renderecl  possible  by  the  demand  and 
ftupply.     But  demand  and  supply  are  not  physical  ageneieSy 
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whidi  thnist  a  given  amount  of  wages  into  a  labourer'ti 
hand  without  the  participation  of  lih  own  will  and  actions. 
The  market  rate  is  not  fixed  for  him  by  some  Belf-acting 
instrimieBtj  but  is  the  result  of  bargaining  between  hinnau 
beings^ — ^of  wliat  Adam  Smith  calk  '*  the  higgling  of  the 
market ; "  and  those  who  do  not  ^'  higgle  '■  will  long  con- 
tinue to  par,  even  over  a  counter,  more  than  the  market 
price  for  their  purchases.  Still  more  might  poor  labomx'rs 
who  have  to  do  with  rich  em]>Ioyers,  remain  long  without 
the  anioimt  of  wages  which  the  demand  for  their  labour 
would  justify,  unless,  in  vernacular  plirase,  they  stood  out 
for  it :  and  how  can  they  stand  out  for  terms  without  organ- 
ized concert  i  What  chance  would  any  labourer  have,  who 
struok  singly  for  an  advance  of  wages  'i  How  could  he 
even  know  whether  the  state  of  the  market  admitted  of  a 
rise,  except  by  consultation  with  his  fellows,  naturally  lead- 
ing to  concerted  action  ?  I  do  not  hesitate  to  say  that  asso- 
ciations of  laboLirei's,  of  a  nature  similar  to  trades  unions,  far 
from  being  a  hindrance  to  a  free  market  for  labour,  are  the 
necessary  instrumentality  of  tliat  free  market ;  the  indis- 
pensable means  of  enabling  the  sellers  of  labour  to  take  due 
care  of  their  own  interests  under  a  Bystem  of  competition. 
There  is  an  ulterior  consideration  of  much  importance,  to 
which  attention  was  for  the  first  time  drawn  by  Mr.  Henry 
Fawcett,  in  an  article  in  the  WesiminMe?'  Review,  Expe- 
rience has  at  length  enabled  the  more  intelligent  trades  to 
take  a  tolerably  correct  mesisure  of  the  eircumstancea  on 
which  the  success  of  a  strike  for  an  advance  of  wages 
depends.  The  workmen  are  now  nearly  as  well  informed  as 
the  master,  of  the  state  of  the  market  for  his  commodities  ; 
they  can  calculate  his  gains  and  his  expenses,  they  know 
when  his  trade  is  or  is  not  prosperous,  and  only  when  it  is, 
are  they  ever  again  likely  to  strike  for  higlier  wages ;  which 
wages  their  known  readiness  to  strike  makes  their  employers 
fur  the  most  part,  willing  in  that  case,  to  concede.  The 
tendency,  therefore,  of  this  state  of  things  is  to  make  a  rise 
of  wa^es,  in  anv  imrtiindnr  trade,  usually  cousec 
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a  The  of  profits,  which,  as  Mr.  Fawcett  observes,  is  a  com- 
mencemeDt  of  that  regular  participation  of  the  labonrers  in 
the  profits  derived  from  their  labour,  every  tendency  to 
which,  for  the  reason  stated  in  a  previous  chapter,*  it  is  so 
important  to  encourage,  since  to  it  we  have  chiefly  to  look  for 
any  radical  improvement  in  the  social  and  economical  rela- 
tion between  labour  and  capital.  Strikes,  therefore,  and  the 
trade  societies  which  render  strikes  possible,  are  for  these 
various  reasons  not  a  mischievous,  but  on  the  contrary,  a 
valuable  part  of  the  existing  machinery  of  society. 

It  is,  however,  an  indispensable  condition  of  tolerating 
combinations,  that  they  ehonld  be  volimtary.  Ko  severity, 
neceesary  to  the  purpose,  is  too  great  to  be  employed  against 
attempts  to  compel  workmen  to  join  a  union,  or  take  part  . 
in  a  strike,  by  threats  or  violence.  Mere  moral  compulsion 
by  the  expression  of  opinion,  the  law  ought  not  to  interfere 
with  ;  it  belongs  to  more  enlightened  opinion  to  restrain  it, 
by  rectifying  the  moral  sentiments  of  the  people.  Other 
questions  arise  when  the  combination,  being  voluntary,  pro- 
poses to  itself  objects  really  contraiy  to  the  public  good. 
High  wages  and  short  hours  are  generally  good  objects,  or, 
at  all  events,  may  be  so :  but  in  many  trades  unions,  it  is 
among  the  rules  that  there  shall  be  no  task  work,  or  no 
difi'erenee  of  pjiy  between  the  most  expert  workmen  and  the 
most  unskilful,  or  that  no  member  of  the  union  shall  earn 
more  than  a  certain  sum  per  week,  in  order  tliat  there  may 
be  more  employment  for  the  rest ;  and  the  abolition  of 
piece  work,  under  more  or  less  of  modification,  held  a  con- 
spicuous ]>lace  among  the  demands  of  the  Amalgamated 
Society.  These  are  combinations  to  efiect  objects  which  are 
pernicious.  Tlicir  success,  even  when  only  partial,  is  a 
public  mischief;  and  were  it  complete,  would  be  equal  in 
magnitude  to  almost  any  of  the  evils  arising  from  bad 
economical  legislation.  Ilardly  anything  worse  can  be 
said  of  the  worst  laws  on  the  subject  of  industry  and  its 
remuuLTation,  consistent  with  the  personal  freedom  of  the 
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labourer,  than  that  tliey  place  the  energetic  and  the  idle, 
the  skilfal  and  the  incompetent,  on  a  lerel :  and  this,  in  so 
far  as  it  is  in  itself  possible,  it  is  the  direct  tendency  of  the 
regulations  of  these  uniona  to  do.  It  does  not,  however, 
follow  as  a  consequence  that  the  law  would  be  warranted 
in  making  the  formation  of  such  associations  illegal  and 
]>unL&hable,  Independently  of  all  considerations  of  consti- 
tutional libertyj  the  best  interests  of  the  human  race  impera- 
tively require  that  all  economical  experiments,  voluntarily 
undertaken,  should  have  the  fullest  license,  and  that  force 
and  fraud  should  be  the  only  means  of  attempting  to  bene- 
fit themselves,  which  are  interdicted  to  the  less  fortunate 
classes  of  the  community** 

§  6,  Among  the  modes  of  undue  exercise  of  tlie 
power  of  government,  on  which  I  have  commented  in  this 
chapter,  I  have  included  only  such  as  rest  on  theories  which 
have  still  more  or  less  of  footing  in  the  most  enlightened 
countries.  I  have  not  spoken  of  some  which  have  done  still 
greater  mischief  in  times  not  long  past,  but  which  are  now 
generally  given  up,  at  least  in  tlieory,  though  enough  of 
them  still  remains  in  practice  to  make  it  impossible  as  yet 
to  class  them  among  exploded  erroi-s. 

Tlie  notion,  for  example,  that  a  government  Bhould 
choose  opinions  for  the  people,  and  should  not  suffer  any 
doctrines  in  politics,  morals,  law,  or  religion,  but  such  as  it 


*  Whoever  wishes  to  imderataBd  the  questiou  of  Trade  Combinadons  aa  seen 
from  the  point  of  view  of  the  workhig  people,  should  make  himself  acquainted 
with  a  pamphlet,  published  in  1860  under  the  title  ^'  Trades  Uniona  and  Strikes, 
their  Philosophy  and  Intention,  by  T.  J.  Dunning,  Secretary  to  the  London  Con- 
solidated Society  of  Bookbinders,"  There  are  many  opinions  in  this  able  tract 
in  which  1  only  partially^  and  some  in  which  I  do  not  at  all^  coincide.  But 
there  are  also  many  sound  argitments^  and  an  instructive  eiposnre  of  the  com^ 
mon  fallacies  of  opponents.  Readers  of  other  classes  will  see  with  surprlae,  not 
only  how  great  a  portion  of  truth  the  Uniona  have  on  their  side,  bnt  how  much 
less  flagrant  and  condemn  able  even  their  errors  appear^  when  aeen  under  the 
tspect  in  which  it  is  only  natural  that  the  working  classes  should  theoi^elvea  re- 
gard them. 
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approves,  to  be  printed  or  publicly  professed,  mar  be  said 
be  altogether  abaDdoned  as  a  general  thesis.  It  is  now  well 
imdergtood  that  a  regime  of  this  sort  is  fatal  to  all  prosperity, 
even  of  an  economical  kind ;  that  the  hnman  mind,  when 
prevented  either  by  fear  of  the  law  or  by  tear  of  opinion 
from  exercising  its  faculties  freely  on  the  most  important 
snbjects,  acqnh-es  a  general  torpidity  and  imbecility,  by 
which,  when  they  reach  a  certain  j>oint,  it  is  disc^ualified 
from  making  any  considerable  advances  even  in  the  common 
aflairs  of  life,  and  which,  when  greater  still,  make  it  gradually 
lose  even  its  previous  attainments-  There  cannot  be  a  more 
decisive  example  tlian  Spain  and  Portugal,  for  two  centuries 
after  the  Keformation*  Tlie  decline  of  those  countries  in 
national  greatness  and  even  in  material  civilization,  while 
almost  all  the  other  nations  of  Europe  were  uninterruptedly 
advancing,  has  been  ascribed  to  various  causes,  but  there  is 
one  which  lies  at  the  foundation  of  them  all ;  the  Holy 
Inquisition,  and  the  system  of  mental  slavery  of  which  it  is 
the  symbol. 

Yet  although  these  truths  are  veiy  widely  recognised, 
and  freedom  both  of  opmion  and  of  discussion  is  admitted 
as  an  axiom  in  all  free  countries,  this  apparent  liberality 
and  tolerance  has  acquired  so  little  of  the  authority  of  a 
principle,  that  it  is  always  ready  to  give  way  to  the  dread 
or  liorror  inspired  by  some  particular  sort  of  opinions. 
Within  the  last  ten  or  fifteen  years  several  individuals  have 
Buffered  imprisoament,  for  the  j^ublic  profession,  sometimes 
in  a  very  temi>erate  manner,  of  disbelief  in  religion  ;  and  it 
is  probable  that  both  the  public  and  the  government,  at  the 
fii'st  panic  which  arises  on  tlie  subject  of  Chartism  or  Com- 
munism, will  fly  to  similar  means  for  checking  the  prop- 
af^^ation  of  democratic  or  anti-propcrty  doctrines.  In  this 
cuuntry,  however,  the  effective  restraints  on  mental  freedom 
proceed  much  less  from  the  law  or  the  government,  tlian 
JVoin  the  intolerant  temjier  of  the  national  mind  ;  arising  no 
longer  from  even  as  respectable  a  soiurce  as  bigotry  or  fana- 
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ticism,  but  rather  from  the  general  habit,  both  in  opinion 
and  conduct,  of  making  adherence  to  custom  the  rule  of  life, 
and  enforcing  it,  by  social  penalties,  against  all  persons 
who,  without  a  party  to  back  them,  assert  their  individual 
independence. 


CHAPTER  XL 

OF  THE  GROUKDS  AND   LIMITS  OF  THE  LAISSER-FAIRB" 
OK  NON-INTERPERENCE  PBINCIPLE. 


We 


now  reached  tlie  last 


:  of  our  under- 
taking ;  the  discussion  J  so  far  as  suited  to  this  treatise  (that 
isj  BO  tar  as  it  is  a  question  of  prineiploj  not  detail)  of  the 
Hmits  of  the  province  of  government ;  the  question,  to  what 
objects  governmental  intervention  in  the  affaire  of  society 
may  or  sliould  extend,  over  and  above  those  which  neces- 
sarily appertain  to  it-  No  subject  has  been  more  keenly  con- 
tested in  the  present  age ;  the  coutestj  however,  has  chiefly 
taken  place  round  certain  select  points,  with  only  flying 
excursions  in  the  rest  of  the  field.  Those  indeed  who  have 
discussed  any  particular  question  of  goverument  inter- 
ference, euch  as  state  education  (spiritual  or  secular),  regu- 
lation of  hours  of  labourj  a  public  provision  for  the  poor, 
*fec.  have  often  dealt  largely  in  general  arguments,  far  out- 
stretching the  special  application  made  of  them,  and  have 
shown  a  suflicieiitly  sti'ong  bias  either  in  favour  of  letting 
things  alone,  or  in  favour  of  meddling ;  but  have  seldom 
declared,  or  apparently  decided  in  their  own  minds,  how 
far  they  would  cari'y  either  principle.  The  supporters  of 
interference  have  been  content  with  asserting  a  general 
right  and  duty  on  the  part  of  government  to  intervene, 
wherever  its  intervention  would  be  naeful :  and  when  those 
who  liave  been  called  the  laisser-faire  school  have  attempt- 
ed any  definite  limitation  of  the  province  of  government, 
they  have  usually  restricted  It  to  the  protection  of  person 
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and  property  agaiast  force  and  fraud ;  a  definition  to  wliieh 
neither  tliey  nor  any  one  else  can  deliberately  adliere,  since 
it  excludes,  as  has  been  shown  in  a  preceding  chapter,* 
some  of  the  most  indispensable  and  unanimously  recogoised 
of  the  duties  of  government* 

Without  professing  entirely  to  supply  this  deficiency  of 
a  general  theory,  on  a  question  whicli  does  not,  as  I  con- 
ceive, admit:  of  any  universal  solution,  I  shall  attempt  to 
afford  some  little  aid  towards  the  resolution  of  this  class  of 
t|iiestions  as  they  arise,  by  exaniining,  in  the  most  general 
l>oint  of  view  in  which  the  subject  can  be  considered ,  what 
are  the  advantages,  and  what  the  evils  or  inconveniences^ 
of  government  interference. 

"We  must  set  out  by  distingnishiog  between  two  tinds 
of  intervention  by  the  government,  which,  though  they  may 
relate  to  the  same  subject,  difler  widely  in  their  nature  and 
effects,  and  require,  for  their  justification,  motives  of  a  very 
different  degree  of  urgency.  The  intervention  may  extend  to 
controlling  the  free  agency  of  individuals*  Government  may 
interdict  all  persons  from  doing  certain  things ;  or  from 
doing  them  without  its  authorization ;  or  may  prescribe  to 
them  certain  things  to  be  done,  or  a  certain  manner  of  doing 
things  which  it  is  left  optional  with  them  to  do  or  to  abstain 
from.  This  is  the  mdhoritaiwe  interference  of  government. 
There  is  another  kind  of  intervention  w^hich  is  not  authori* 
tative ;  when  a  government,  instead  of  issuing  a  command 
and  enforcing  it  by  penalties,  adopts  the  course  so  seldom 
resoited  to  by  governments,  and  of  which  such  important 
use  might  be  made,  tliat  of  giving  advice,  and  promulgating 
information  ;  or  when,  leaving  individuals  free  to  use  their 
own  means  of  pursuing  any  object  of  general  interest,  the 
government,  not  meddling  with  them,  but  not  trusting  the 
object  solely  to  their  care,  estabUshes,  side  by  side  with  tlienr 
arrangements,  an  agency  of  its  own  for  a  like  purpose.  Tim? 
it  is  one  thing  to  maintain  a  Church  Establishment,  and 
another  to  refuse  toleration  to  other  religions,  or  to  persons 

♦  SupiiL,  book  V,  clmp,  1, 
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profeeeing  no  religion.  It  is  one  tiling  to  proride  schools  or 
colleges,  and  another  to  refjuire  that  no  person  shall  act  as 
an  instructor  of  yoiitli  without  a  government  license.  There 
might  he  a  national  bank  or  a  governnient  nianufactoiy, 
without  any  monopoly  against  private  banks  and  manufac- 
tories. There  might  he  a  postH3ffice,  without  penalties 
against  the  conveyance  of  letters  by  other  means.  Thei^ 
may  be  a  corps  of  government  eiigincei'S  for  civil  pur- 
poses, whik^  the  profession  of  a  ci^il  engineer  is  free  to 
be  adopted  by  every  one.  There  may  be  public  hospitals, 
without  any  restriction  upon  private  medical  or  surgical 
practice. 


§  2.  It  is  evident,  even  at  first  sightj  that  the  authori- 
tati^  e  form  of  government  intervention  has  a  much  more 
limited  sphere  of  legitimate  action  than  the  other.  It  re- 
quires a  much  stronger  necessity  to  justify  it  in  any  case; 
while  there  are  large  departments  of  human  life  from  which 
it  must  he  unreservedly  and  imperiously  excluded.  "What- 
ever theory  we  adopt  respecting  the  foundation  of  tlie  social 
union,  and  under  whatever  political  institutions  we  live,  there 
is  a  circle  around  every  individual  human  being,  which  no 
government,  he  it  that  of  one,  of  a  few,  or  of  the  many, 
ought  to  be  permitted  to  overstep  :  there  is  a  part  of  the  life 
of  every  person  who  has  come  to  years  of  discretion,  within 
which  the  individuality  of  that  person  ought  to  reign  uncon- 
trolled either  by  any  other  individual  or  by  the  public  col- 
lectively. That  there  is,  or  ought  to  be,  some  space  in  hu- 
man existence  thus  entrenched  around,  and  sacred  from  au- 
thoritative intrusion,  no  one  who  professes  the  smallest  re- 
gard to  human  freedom  or  dignity  wOl  call  in  question  :  the 
point  to  he  determined  is,  where  tlie  liuiit  should  be  placed ; 
how  large  a  province  of  human  life  this  reserved  territory 
should  include.  I  apprehend  that  it  ought  to  inchide  aU 
that  part  which  concerns  only  the  life,  whether  inw^ard  or 
outward,  of  tlie  individual,  and  does  not  affect  the  interests 
of  others,  or  affects  them  only  tlimugh  the  moral  influence 
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of  example.  With  respect  to  tlie  domain  of  the  inward 
consciousness,  the  thoughts  and  feelings,  and  as  mucli  of 
external  conduct  as  is  personal  on]jj  involving  no  conse- 
qnences,  none  at  least  of  a  painfid  or  injurious  kind,  to 
other  people  j  I  hold  that  it  is  allowable  in  all,  and  in  tlie 
more  thoughtful  and  cultivated  often  a  duty,  to  assert  and 
proinulgate,  with  all  the  force  thej  are  capable  of,  their 
opinion  of  what  is  good  or  bad^  admirable  or  contemptiblej 
but  not  to  compel  others  to  confoi'm  to  that  opinion  ;  wheth- 
er the  force  used  is  that  of  extra*legal  coercioDj  or  exerts  it- 
self by  means  of  the  law. 

Even  in  those  portions  of  conduct  which  do  affect  the 
interest  of  othei^s,  the  onus  of  mating  out  a  case  always  lies 
on  the  detenders  of  legal  prohibitions.  It  is  not  a  merely 
constructive  or  presumptive  injnry  to  others,  which  will 
justify  the  interference  of  law  with  individual  freedom.  To 
be  prevented  from  doing  what  one  is  inclined  to,  or  from 
acting  according  to  one's  own  jutlgment  of  what  is  desir- 
able, is  not  only  always  irksome,  but  always  tends,  pro 
ianiOj  to  starve  the  development  of  some  portion  of  the  bod- 
ily or  mental  faculties^  cither  sensitive  or  active ;  and  unless 
the  conscience  of  the  individual  goes  freely  with  the  legal 
restraint,  it  partakes,  either  in  a  great  or  in  a  small  degree, 
of  the  degradation  of  slavery.  Scarcely  any  degree  of  util- 
ity, short  of  absolute  necessity,  will  justify  a  prohibitory 
regulation,  unless  it  can  also  be  made  to  recommend  itself 
to  the  general  conscience ;  unless  persons  of  oi-dinary  good 
intentions  either  believe  already,  or  can  be  induced  to  be- 
lieve, that  the  thing  prohibited  is  a  thing  which  they  ought 
not  to  wish  to  do. 

It  is  otherwise  with  govemraental  interferences,  which 
do  not  restrain  individual  free  agency,  WTien  a  govern- 
ment provides  means  fur  fidfilling  a  certain  end,  leaving  in- 
dividuals free  to  avail  themselves  of  different  means  if  in 
their  opinion  prefera1)le,  there  is  no  infringement  of  liberty, 
no  irksome  or  degrading  restraint.  One  of  the  principal 
objections    to    government    interference    is    then    absent. 


There  la,  bowerery  in  ahuosl  all  forme  of  goremzneiit  mgesk. 

ey,  one  thing  whieh  k  compoborj;  the  proTision  of  the 
peeanianr  means.  These  are  denTed  from  ta&atioa ;  or,  if 
txkting  in  the  form  of  an  endowment  derived  fiom  public 
property,  thej  are  still  the  caxise  of  at  much  campiiboty 
taxation  as  the  sale  or  the  annual  proeeedft  of  the  proper^ 
would  enable  to  he  dispensed  with»*  And  the  objectioQ  oe- 
eetBarily  attaching  to  compulsorj  eontribotioiiSy  ia  ahnoet  al- 
ways greatly  aggravated  by  the  expensive  precautions  and 
onerous  restrictions,  which  are  indispensable  to  prevent  eva- 
sion of  a  eompnlsory  tax. 

§  3.  A  second  general  objection  to  government  agency, 
is  that  every  increase  of  the  fiinctions  devolving  on  the  gov- 
ernment ia  an  increase  of  its  power,  both  in  the  form  of  au- 
thority, and  still  more,  in  the  indirect  form  of  influence. 
The  importance  of  tliis  consideration,  in  respect  to  political 
freedom,  has  in  general  been  quite  sufficiently  recognised, 
at  least  in  England ;  bnt  many,  in  latter  times,  have  been 
prone  to  think  that  limitation  of  the  powers  of  the  govern- 
ment is  only  essential  when  the  government  itself  is  badly 
constituted  ;  when  it  does  not  represent  the  people,  but  is 
the  organ  of  a  class,  or  coalition  of  classes:  and  that  a  gov- 
ernment of  sufficiently  popular  constitution  miglit  be  trusts 
ed  with  any  amoimt  of  power  over  the  nation,  since  its 
power  would  be  only  that  of  the  nation  over  itself.  This 
might  be  true,  if  the  nation,  in  such  cases,  did  not  practi- 
cally mean  a  mere  majority  of  the  nationj  and  if  minorities 
were  only  capable  of  oppressing,  but  not  of  being  oppressed. 
Experience,  however,  proves  that  the  depositaries  of  power 
who  are  mere  delegates  of  the  people,  that  is  of  a  majority, 

•  The  cjiilv  cased  in  wbieh  govLTumcnt  agency  involves  nothing  of  a  compul- 
sory nature,  arc  the  rare  eases  m  which^  without  any  artificift!  monoix>ly^  it  pays 
its  own  expenaes^,  A  britlge  huilt  with  public  money,  on  which  tolU  are  collect- 
ed, BiiflRcient  to  pay  not  only  all  current  expanses,  but  the  interest  of  the  origitial 
outlay,  h  mm  case  in  j^oint.  The  goveriiJiiciit  railways  hi  Belgium  and  Germany 
lire*  Jin  other  eiample.  The  Post  Office*,  if  its  niouopoly  were  abolished,  and  it 
til  ill  paid  ila  expenses,  would  be  another. 
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are  (|iiite  as  ready  (wlieii  tliey  thiiik  they  can  eoimt  on  pop- 
ulai"  support)  as  any  organs  of  oligarchyj  to  assume  arbitrary 
power,  aiid  encroach  unduly  on  the  liberty  of  private  life. 
The  public  eolketively  is  abundantly  ready  to  impose,  not 
only  its  generally  narrow  views  of  its  interests,  but  its  ab- 
stract opinions,  and  even  its  tastes,  as  laws  binding  upon 
individuals.  And  the  present  civilization  tends  so  strongly 
to  make  the  power  of  persons  acting  in  masses  the  only  sub- 
stantial power  ill  society,  tliat  there  never  was  more  neces- 
sity for  surrounding  individual  independence  of  thonghtj 
speech,  and  conduct,  with  the  most  powerful  defences,  in 
order  to  maintain  that  originality  of  mind  and  individuality 
of  character,  wliich  are  the  only  source  of  any  real  progresSj 
and  of  most  of  the  qualities  which  make  the  human  race 
much  superior  to  any  herd  of  animals.  Hence  it  is  no  less 
important  in  a  democratic  than  in  any  other  government, 
that  all  tendency  on  the  j>art  of  public  authorities  to  stretch 
tlieir  interference,  and  assume  a  power  of  any  sort  which 
can  easily  be  dispensed  with,  should  be  regarded  with  un- 
remitting jealousy*  Perhaps  this  is  even  more  important  in 
a  democracy  than  in  any  other  form  of  political  society  ;  be- 
cause, where  public  opinion  is  sovereign,  an  indi\idual  who 
is  oppressed  by  the  sovereign  does  not,  as  in  most  other 
states  of  things,  find  a  rival  power  to  wliich  he  can  appeal 
for  relief,  or,  at  all  events,  for  sympathy. 

g  4.  A  third  general  objection  to  government  agency, 
rests  on  the  principle  of  the  division  of  labour.  Every  ad- 
ditional function  undertaken  by  the  government,  is  a  fresh 
occupation  imposed  upon  a  body  already  overcharged  with 
duties.  A  natural  consequence  is  that  most  things  ai'e  ill 
done  ;  much  not  done  at  all,  because  the  goverxmcient  is  not 
able  to  do  it  without  delays  which  are  fatal  to  its  purpose  ; 
that  the  more  troublesome,  and  less  showy,  of  the  functions 
undertaken,  are  postponed  or  neglected,  and  an  excuse  is 
always  ready  for  the  neglect ;  while  the  heads  of  the  ad- 
ministration have  their  minds  so  fully  taken  up  with  official 
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details^  in  however  perfunctory  a  manner  superintended, 
that  they  have  no  time  or  tliought  to  spare  for  the  great  in- 
terests of  the  state,  and  the  preparation  of  enlarged  meas- 
ures of  social  improvement. 

But  these  incoiivenienfe&j  though  real  and  serious,  result 
much  more  from  the  bad  organization  of  governments,  than 
from  the  extent  and  vai'iety  uf  the  duties  undertaken  by 
them.  Government  is  not  a  name  for  some  one  functionary, 
or  definite  number  of  functionaries :  there  may  be  almost  ■ 
any  amount  of  division  of  labour  within  the  administrative 
body  itself.  The  evil  in  question  is  felt  in  great  magnitude 
under  some  of  the  govemmeuts  of  the  Continent,  where  six 
or  eiglit  men,  living  at  the  cajuta!  and  known  by  the  name  M 
of  miniBters,  demand  that  tlie  whole  public  business  of  the   ■ 


country  sliall  pass,  or  be  supposed  to  pass,  under  their  indi- 
vidual eye.  But  the  inconvenience  would  be  reduced  to  a 
veiy  manageable  compass,  in  a  country  in  wliieh  there  wa^ 
a  proper  distribution  of  functions  between  the  central  and 
local  officers  of  goverimient,  and  in  which  the  central  body 
was  divided  into  a  suffieient  number  of  depaiimcnts,  Wlien 
Parliament  thought  it  expedient  to  confer  on  the  govern- 
ment an  inspecting  and  partially  controlling  authority  over 
railways,  it  did  not  add  railways  to  the  department  of  the 
Ilome  Ministerj  but  created  a  Railway  Board.  When  it 
determined  to  have  a  central  superintending  authority  for 
pauper  adminifitration,  it  established  tlic  Poor  Law  Com- 
mission, There  are  few  countries  in  which  a  greater  num- 
ber of  functions  are  discharged  by  public  officers,  than  in 
some  states  of  the  American  Union,  paiticnlarly  the  New 
England  States :  but  t!ie  division  of  laliour  in  public  busi- 
ness is  extreme;  most  of  these  officers  being  not  even  ame- 
nable to  any  common  superior,  but  performing  their  duties 
freely,  under  the  double  clieck  of  election  by  their  townsmen, 
and  civil  as  well  as  criminal  responsibility  to  the  tribunals. 
It  is,  no  doubt,  indispensablo  to  g(5od  government  that 
the  chiefs  of  the  administration,  whether  permanent  or  tern* 
porary,  should  extend  n  commanding,  though  general^  view 
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over  tlie  t7ise/fiUe  of  all  the  interests  confided,  in  any  degr^^e, 
to  the  responsibility  of  the  central  power.  But  with  a  ekil- 
iu\  internal  organization  of  the  administrative  maclLine^ 
leaviug  to  8ub*a'dinates,  and  a^  fai'  as  possible  to  local  sub- 
ordinates, not  only  the  execution,  but  to  a  great  degree  the 
control,  of  details  ;  holding  them  aecomitable  for  the  restdts 
of  their  acts  ratlier  than  for  the  acts  themselves,  except 
where  these  come  within  tlie  cognizance  of  the  tribunals ; 
taking  the  most  effectual  securities  for  honest  and  capable 
appointments  ;  opening  a  broad  path  to  promotion  from  the 
inferior  degrees  of  the  administrative  scale  to  the  superior ; 
leaving,  at  each  step,  to  the  fimctionarvj  a  wider  range  in 
the  origination  of  measures,  so  that,  in  the  highest  grade  of 
allj  deliberation  might  be  concentrated  on  the  great  collec- 
tive interests  of  the  comitry  in  each  department ;  if  all  this 
were  done,  the  government  would  not  probably  be  overbur* 
dened  by  any  businesSj  in  other  respects  fit  to  be  undertaken 
by  it ;  though  the  overbmxleuing  would  remain  as  a  serious 
addition  to  the  inconvemencea  incurred  by  its  undertaking 
any  which  was  unfit. 

§  5,  But  though  a  better  organization  of  govcmments 
would  greatly  diminish  the  force  of  the  objection  to  the 
mere  multiplication  of  their  duties,  it  would  still  remain 
true  that  in  all  the  more  advanced  communities^  the  great 
majority  of  things  are  worse  done  by  the  intervention  of 
guvernment,  than  the  individuals  most  interested  in  the 
matter  would  do  them,  or  cause  them  to  be  done,  if  left  to 
themselves.  The  grounds  of  this  truth  are  expressed  with 
tolerable  exactness  in  the  popular  dictum,  that  people  un- 
derstand their  o\vn  business  and  their  own  interests  betteiv 
and  care  for  them  more,  than  the  government  does,  or  can 
be  expected  to  do.  Tins  maxim  holds  tnie  thronghont  the 
greatest  part  of  the  business  of  life,  and  w^herever  it  is  true 
we  ought  to  condemn  every  kind  of  government  inter\  en- 
tion  that  conflicts  with  it.  The  inferiority  of  government 
agency,  for  example,  in  any  of  the  common  operations  of 
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industry  or  eoniiiierce,  is  proved  Ly  the  fact,  tliiit  it  is  hard- 
ly ever  able  to  iiiaintain  itself  in  equal  competition  with  in- 
dividual agency,  where  the  individuals  possess  tlie  requisite 
degree  of  industrial  enterprieCj  and  can  command  the  neces- 
sary assemhlai^e  of  means.  All  the  faciUties  which  a  £rov- 
ernmcnt  enjoys  of  access  to  infomiation ;  all  the  means 
which  it  possesses  of  reniun crating,  and  therefoi*e  of  com- 
manding, the  best  avaihihle  talent  iu  the  market — are  not 
an  equivalent  for  the, one  great  disadvantage  of  an  inferior 
interest  in  tlie  result. 

It  must  be  rcmeinbered,  besides,  that  even  if  a  govern- 
ment were  superior  in  intelligence  and  knowledge  to  any 
single  individual  in  tlie  nation,  it  must  be  inferior  to  all  the 
individuals  of  the  nation  taken  together.  It  can  neither 
possess  in  itself,  nor  enlist  in  its  service,  more  tlian  a  portion 
of  the  acquirements  and  capacities  which  the  country  con- 
tains, applicable  to  any  given  pui'pose.  There  must  be 
niimy  persons  equally  qnalilied  for  the  work  with  those 
whom  the  goYcrnment  employs,  even  if  it  selects  its  instru- 
ments with  no  reference  to  any  consideration  but  their  fit- 
ness. Kow  these  are  the  very  persons  into  whose  hands,  in 
the  cases  of  most  common  occurrence,  a  system  of  individ-  ■ 
nal  agency  naturally  tends  to  throw  the  work,  because  they 
are  capable  of  doing  it  better  or  on  cheaper  terms  than  any 
other  persons.  So  far  as  this  is  the  case,  it  is  evident  that 
government,  by  excluding  or  even  by  superseding  individ- 
ual agency,  eitlicr  substitutes  a  less  qualified  instrumentality 
for  one  better  qnalitied,  or  at  any  rate  substitutes  its  own 
mode  of  accomplishing  the  work,  for  all  the  vai'iety  of  modes 
which  would  be  tried  by  a  number  of  equally  qualified  per- 
sons aiming  at  the  same  end  ;  a  competition  by  many  de- 
grees more  propitious  to  the  progress  of  improvement,  than 
any  uniibrmity  of  system, 

§  6.  I  have  reserved  for  the  last  place  one  of  the  strong- 
est of  the  reasons  against  the  extension  of  government 
agency.     Even  if  the  government  could  comprehend  within 


LIMITS   OF  THE   PROVINCE  OF  GOVERNMENT. 

itself,  in  each  department,  all  the  most  emment  intellectual 
capacity  and  active  talent  of  the  nation,  it  would  not  be  tlie 
less  desirable  that  the  conduct  of  a  large  portion  of  the 
affairs  of  society  sliould  be  left  in  the  hands  of  the  persons 
imraed lately  interested  in  theni.  The  business  of  life  is  an 
essential  part  of  the  practical  education  of  a  people  ;  with- 
out whichj  book  and  school  instruction,  though  most  neces- 
sary and  salutary,  does  not  sufBce  to  qualify  them  for  con- 
duct, and  for  the  adaptation  of  means  to  ends*  Instruction 
is  only  one  of  the  desiderata  of  mental  improvement ;  an* 
other,  almost  as  indispensable,  is  a  vigorous  exercise  of  the 
active  energies ;  labour,  contrivance,  judgment,  self-con- 
trol :  and  the  natural  stimulus  to  these  is  the  difficulties  of 
life.  This  doctrine  is  not  to  be  confounded  with  the  com- 
placent optimism,  which  represents  the  evils  of  life  as  desir- 
able things,  because  they  call  forth  qualities  adapted  to 
combat  with  evils.  It  is  only  because  the  difficulties  exist, 
that  the  qualities  which  combat  %vith  them  are  of  any  value. 
As  practical  beings  it  is  our  business  to  free  human  life  from 
as  many  as  possible  of  its  difficulties,  and  not  to  keep  up  a 
stock  of  them  as  hunters  preserve  game,  for  the  exercise  of 
pursuing  it.  But  since  the  need  of  active  talent  and  prac- 
tical judgment  in  the  affairs  of  life  can  only  be  diminished, 
and  not,  even  on  the  most  favourable  supposition,  done 
away  with,  it  is  important  that  those  endowments  should  be 
cultivated  not  merely  in  a  select  few,  but  hi  all,  and  tliat 
the  cultivation  should  be  more  varied  and  complete  than 
most  persons  are  able  to  find  in  the  narrow  sphere  of  their 
merely  individual  interests,  A  people  among  whom  there 
is  no  habit  of  spontaneous  action  for  a  collective  interest — 
who  look  habitually  to  their  government  to  command  or 
prompt  them  in  all  matters  of  joint  concern — who  expect  to 
have  everything  done  for  them,  except  what  can  be  made 
an  affair  of  mere  liabit  and  routine — have  their  faculties 
only  half  developed  ;  their  education  is  defective  in  one  of 
its  most  important  l)ranches. 

Not  oidy  is  the  cultivation  of  the  active  faculties  bv  exer- 
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cise,  diflFused  through  the  whole  community,  in  itself  one 
of  the  most  valuable  of  national  possessions  :  it  is  rendered, 
not  less,  but  more,  necessary,  when  a  high  degree  of  that 
indispensable  culture  is  systematically  kept  up  in  the  chiefs 
and  functionaries  of  the  state.  There  cannot  be  a  combijia- 
tion  of  circumstances  more  dangerous  to  human  welfare, 
than  that  in  which  intelligence  and  talent  are  maintained 
at  a  high  standard  within  a  governing  corporation,  but  starved 
and  discouraged  outside  the  pale.  Such  a  system,  more 
completely  than  any  other,  embodies  the  idea  of  despotism, 
by  arming  with  intellectual  superiority  as  an  additional 
weapon,  those  who  have  already  the  legal  power.  It  ap- 
proaches as  nearly  as  the  organic  difference  between  human 
beings  and  other  animals  admits,  to  the  government  of 
sheep  by  their  shepherd,  without  anything  like  so  strong  an 
interest  as  the  shepherd  has  in  the  thriving  condition  of  the 
flock.  The  only  security  against  political  slavery,  is  the 
check  maintained  over  governors,  by  the  diffiision  of  intelli- 
gence, activity,  and  public  spirit  among  the  governed.  Ex- 
perience proves  the  extreme  diflSculty  of  permanently  keep- 
ing up  a  sufficiently  high  standard  of  those  qualities ;  a  diffi- 
culty which  increases,  as  the  advance  of  civilization  and 
security  removes  one  after  another  of  the  hardships,  embar- 
rassments, and  dangers  against  which  individuals  had  for- 
merly no  resource  but  in  their  own  strength,  skill,  and 
courage.  It  is  therefore  of  supreme  importance  that  all 
classes  of  the  community  down  to  the  lowest,  should  have 
much  to  do  for  themselves ;  that  as  great  a  demand  should  - 
be  made  upon  their  intelligence  and  virtue  as  it  is  in  any 
respect  equal  to  ;  that  the  goYemment  should  not  only  leave 
as  far  as  possible  to  their  own  faculties  the  conduct  of  what- 
ever concerns  themselves  alone,  but  should  suffer  them,  or 
rather  encourage  them,  to  manage  as  many  as  possible  of 
their  joint  concerns  by  voluntary  co-operation ;  since  this 
discussion  and  management  of  collective  interests  is  the 
great  school  of  that  public  spirit,  and  the  great  source  of 
that  intelligence  of  public  affSairB,  which  are  always  regard- 
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ed  as  the  distinctive  character  of  the  pnblic  of  free  coun- 
tries. 

A  democratic  coBStitntion,  nut  supported  by  democratic 
institutions  in  detail,  but  confined  to  the  central  goveni- 
mentj  not  only  is  not  political  freedom,  but  often  creates  a 
spirit  precisely  the  reverse,  carrying  down  to  the  lowest 
grade  in  society  the  desire  and  ambition  of  political  domi- 
nation. In  some  countries  the  desire  of  the  people  is  for  not 
being  tyrannized  ovefj  but  in  others  it  is  merely  for  an 
equal  cbance  to  everybody  of  tyrannizing.  Uiiliappily 
this  last  state  of  the  desires  is  fully  as  natural  to  mankind 
as  the  former,  and  in  many  of  the  conditions  even  of  civil- 
ized humanityj  is  far  more  largely  exempliiied.  In  propor- 
tion as  tlie  people  are  accustomed  to  manage  their  afl'airs 
by  their  own  active  intervention,  instead  of  leaving  them  to 
the  government,  their  desires  will  turn  to  repelling  tjTanny, 
rather  than  to  tyrannizing  :  while  in  proportion  as  all  real 
initiative  and  direction  resides  in  the  government,  and  indi- 
viduals habitually  feel  and  act  as  under  its  perpetual  tute- 
lage,  popular  institutions  develope  in  them  not  the  desire  of 
fi'eedom,  but  an  unmeasured  appetite  tor  place  and  power  ; 
diverting  the  intelligence  and  activity  of  the  country  from 
its  principal  business,  to  a  wretched  competition  for  the  self* 
ish  prizes  and  the  petty  vanities  of  office. 


§  7.  The  preceding  are  the  i>rincipal  reasons,  of  a  gen- 
eral character,  in  favour  of  restricting  to  the  naiTowest  com- 
pass  the  intervention  of  a  public  authority  in  the  business  of 
the  community :  and  few  will  dispute  the  more  than  suffi- 
ciency of  these  reasons,  to  throw,  in  every  mstance,  the  bur- 
den of  making  out  a  strong  case,  not  on  those  who  resist,  but 
on  those  who  recommend,  government  interference.  Laimer- 
fmrt\  in  short,  sliould  be  the  general  practice :  every  de- 
parture from  it,  unless  required  by  some  great  good,  is  a 
certain  evil. 

The  degree  in  wliieh  the  maxim,  even  in  the  cases  to 
which  it  is  most  manifestly  applicable,  has  heretofore  been 
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infiinged  by  gOA  ernmentSj  future  ages  will  probably  have 
difficult  J  in  crediting.  Some  idea  may  be  formed  of  it  from 
the  description  by  M.  Dimoycr*  of  tbe  restraints  imposed 
on  tbe  operatioas  of  manutactiire  under  tbe  old  government 
of  Francej  by  tbe  meddling  and  regulating  spirit  of  legis- 
lation. 

'*  La  societe  exer9ait  Bur  la  fabrication  la  juridiction  la 
plus  illimitee  et  la  plus  arbitraire  :  elle  disposait  sans  Bcrii- 
pole  des  facultes  des  fabricants ;  elle  decidait  qui  pourrait 
travailler,  quelle  chose  on  poniTait  faire*  quels  materiaux 
on  devrait  employer,  quels  procodes  il  faudrait  suivTe, 
quell es  formes  on  donnei'ait  aux  produits,  etc.  II  ne  suffi- 
sait  pas  do  faire  bien,  de  faire  mienx,  il  fallait  faire  snivant 
les  regies.  Qui  ue  connait  ce  reglemeut  de  1670,  qui  pre- 
scrivait  de  saisir  et  de  clouer  au  poteau,  aves  le  nom  des 
auteurs,  les  marcbandises  non  confonnes  aux  regies  tracees, 
€t  qui,  a  la  seconde  reeidive,  voulait  que  les  fabricants  y 
fussent  attaches  eiis-memes?  II  ne  s^agissait  pas  de  con- 
suiter  le  gout  des  consommateurs,  mais  de  se  conformer  aux 
volontes  de  la  loi,  Des  legions  d'inspecteui's,  de  comniis- 
saires,  de  control eurs,  de  jnres,  de  gardes,  etaient  charges 
de  les  faire  executer ;  on  brisait  les  metiers,  on  brulait  les 
produits  qui  n'y  etaient  pas  conformes:  les  ameliorations 
etaient  punies  ;  on  mettait  les  inventeurs  a  Pamende,  On  , 
sonraettait  a  des  regies  diflPerentes  la  fabrication  des  objets  ■ 
destines  a  la  consommation  interieure  et  celle  des  produits  " 
destines  au  commerce  etranger.  Un  artisan  n'etait  pas  le 
maitre  de  choisir  le  lieu  de  son  ^tablissement,  ni  de  travail- 
ler en  tonte  saison,  ni  de  travailler  pour  tout  le  monde.  II 
existe  un  decret  du  30  Mars  1700,  qui  borne  a  dix-huit 
villes  le  nombre  des  lieux  on  Ton  ponrra  faire  de  bas  an 
metier ;  un  arret  du  18  Juin  1723  enjoint  aux  fabricants  de 
Rouen  de  suspendre  leurs  travanx  du  ler  Juillet  au  15  Sep- 
tembre,  afin  de  faciliter  ceux  de  la  recolte ;  Louis  XIV., 
quand  il  voulut  eotreprendre  la  colonnade  du  Louvre,  de- 
fendit  aux  pai1;iculiers  d'employer  des  ouvi'iers  sans  sa  per- 

*  J)&  la  Libertt  da  Tramii,  toI  il.  p.  365-4, 
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mission,  sous  peine  de  10,000  litres  d'aniende,  et  aiix 
ouvriers  de  travailler  pour  les  particuliers,  sous  peine,  pour 
la  premiere  Ibis,  dela  prison,  et  pour  la  secondcj  des  galures." 

Tliat  tlicse  and  similRr  regulations  were  not  a  dead  let 
tei'j  and  tliat  the  officious  and  vexatious  meddUng  was  pro- 
longed down  to  the  French  Eevohition,  we  have  the  testi- 
mony of  Rohmdj  the  Girondist  minister.^  **  I  have  seen/' 
says  hcj  ''  eighty,  ninety,  a  liundred  pieces  of  cotton  or 
woollen  stufl'  ent  np,  and  completely  destroyed.  I  have  wit- 
nessed similai'  scenes  every  week  for  a  numher  of  years.  I 
have  seen  manufactured  goods  confiscated;  heavy  fiues  laid 
on  the  manufacturers  ;  some  pieces  of  fahric  were  hnrnt  in 
public  places,  and  at  the  hours  of  mai^ket :  others  were  fixed 
to  the  pillory,  with  the  name  of  the  manufacturer  inscribed 
upon  them,  and  he  himself  was  threatened  with  the  pillory, 
in  case  of  a  second  oSeneep  All  this  was  done  mider  my  eyes, 
at  Eon  en,  in  conformity  with  existing  regulations,  or  minis- 
terial ordei's.  What  crime  deserved  so  cniel  a  punishment  ? 
Some  defects  in  the  materials  employed,  or  in  the  texture 
of  the  fabric,  or  even  in  some  of  the  threads  of  the  waq>. 

"  I  have  frecpiently  seen  manufacturers  visited  by  a 
band  of  satellites  %vho  put  all  in  confusion  in  their  establish- 
ments, spread  terror  in  their  familiesj  cut  the  stuffs  from  the 
frames,  tore  off  the  warp  from  the  looms,  and  carried  them 
away  as  proofs  of  infriugement ;  tlie  manufacturers  were 
summoned,  tried,  and  condemned  :  fheir  goods  confiscated  ; 
copies  of  their  judgment  of  confiscation  posted  up  in  every 
public  place ;  fortune,  reputation,  credit,  all  was  lost  and 
destroyed.  And  for  what  offence  ?  Because  they  had 
made  of  worsted,  a  kind  of  cloth  called  shag,  such  as  the 
English  used  to  manufacture,  and  even  sell  in  France,  while 
the  Frctieh  regulations  stated  that  that  bind  of  cloth  should 
be  made  with  mohair.  I  have  seen  other  manufacturers 
treated  in  the  same  way,  because  they  had  made  camlets  of 


*  I  quote  &t  second  band,  from  Mr,  Carey's  Enay  on  the  Rate  of  Wagest 
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a  pnrticiilar  widtli,  used  in  England  and  Gennany,  for  which  ' 
there  was  a  great  demand  from  Spain,  Portugal,  and  other 
comitries,   and   from  several   parts  of  France,   while   the 
French  regnktiuns  prescribed  other  widths  for  camlets." 

Tlie  time  is  gone  hy,  when  such  applications  as  these  of 
the  principle  of  *'  paternal  government "  would  he  attempt^  ■ 
ed,  in  even  tlie  lea^t  enlightened  country  of  the  European 
commonwealth  of  nations^.  In  Biich  cases  as  those  cited,  all 
the  general  objections  to  government  interference  are  validj 
and  several  of  them  in  nearly  their  liighest  degree.  But  we 
must  now"  tui'n  to  the  second  part  of  our  task^  and  direct 
our  attention  to  cases,  in  which  some  of  those  general  objec- 
tions are  altogether  absent,  wdiile  those  which  can  never  be 
got  rid  of  entirely,  are  overruled  by  counter-considerations 
of  still  greater  importance. 

We  have  observed  that,  as  a  general  rule,  the  business 
of  life  is  better  performed  when  those  who  have  an  imme- 
diate interest  in  it  are  left  to  take  their  own  course,  uncon- 
trolled either  by  the  mandate  of  the  law  or  by  tlie  meddling 
of  any  public  functionary.  Tlie  persons,  or  some  of  the  m 
persons,  who  do  the  wort,  are  Hkely  to,  be  better  judges  ■ 
than  the  government^  of  the  means  of  attaining  the  particu- 
lar end  at  which  they  aim*  Were  we  to  supj^ose,  what  is 
not  very  probable,  that  the  goverament  has  possessed  itself 
of  the  best  knowledge  w^hich  had  been  acquired  up  to  a 
given  time  by  the  persons  most  skilled  in  the  occupation ; 
even  then,  the  individual  agents  have  so  much  stronger  and 
more  direct  an  interest  in  the  result,  that  the  means  are  far 
more  hkely  to  be  improved  and  perfected  if  left  to  their 
uncontrolled  choice.  But  if  the  workman  is  generally  the 
best  selector  of  means,  can  it  be  affirmed  with  the  same  uni- 
versalifcy,  that  the  consumer,  or  person  served,  is  the  most 
competent  judge  of  the  end  ?  Is  the  buyer  always  qualified 
to  judge  of  the  commodity  ?  If  not,  the  presumption  in 
favour  of  the  competition  of  the  market  does  not  apply  to 
the  case  ;  and  if  the  cammodity  be  one,  in  the  qualitv  of 
which  society  has  much  at  stake,  the  balance  of  advantages 


I 


LIMITS  OF   TEE   PROYINCE   OF   GOTERXMEXT. 


573 


may  be  in  favour  of  some  mode  and  degree  of  intervention, 
by  the  antborized  representatives  of  the  collective  interest 
of  the  state. 


§  8,  Now,  the  proposition  that  the  congumer  is  a  com- 
petent jndge  of  the  commodity,  can  be  admitted  only  with 
nnmerons  abatements  and  exceptions.  He  is  generally  the 
best  jndge  (though  even  this  is  not  tme  universally)  of  the 
material  objects  produced  for  his  use.  These  are  destined 
to  snpply  some  physical  want,  or  gratify  some  taste  or  in- 
clination, respecting  which  wants  or  inclinations  there  is  no 
appeal  from  the  person  who  feels  them ;  or  they  are  the 
means  and  appliances  of  some  occupation,  for  the  use  of  the 
persons  engaged  in  it,  who  may  be  presumed  to  be  judges 
of  the  tilings  required  in  their  own  habitual  employment. 
But  there  are  other  things  of  the  worth  of  which  the  de- 
mand of  the  market  is  by  no  means  a  test ;  things  of  which 
the  utility  does  not  consist  in  niinistering  to  inclinations, 
nor  in  serving  the  daily  uses  of  life,  and  the  want  of  which 
is  least  felt  where  the  need  is  greatest.  Tliis  is  peculiarly 
true  of  those  tilings  which  are  chiefly  useful  as  tending  to 
raise  the  character  of  human  beings.  The  uncultivated  can- 
not be  competent  judges  of  cultivation.  Those  who  most 
need  to  be  made  wiser  and  better,  usually  desire  it  least, 
and  if  they  desired  it,  would  be  incapable  of  finding  the 
way  to  it  by  their  own  lights.  It  will  continually  happen, 
on  the  voluntary  system,  that,  the  end  not  being  desired, 
the  means  will  not  be  provided  at  all,  or  that,  the  persons  re- 
quiring improvement  having  an  imperfect  or  altogether  er- 
roneous conception  of  what  they  want,  the  supply  called 
forth  by  the  demand  of  the  inarket  will  be  anything  but  what 
is  really  required.  Now  any  welbintentioned  and  tolerably 
civilized  government  may  think  without  presumption  that 
it  does  or  ought  to  possess  a  degree  of  cultivation  above  the 
average  of  the  community  which  it  rules,  and  that  it  should 
therefore  be  capable  of  offering  better  education  and  better 
inBtruction  to  the  people,  than  the  greater  number  of  them 
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would  spontaneoudy  demand.     Education,  therefore,  is  on€ 
of  those  things  which  it  is  admisdble  in  principle  that 
government  should  provide  for  the  people.    The  case  is  one  ' 
to  which  the  reaeon^  of  the  non-interfei*ence  principle  do  not 
necessarily  or  universally  extend.* 

With  regard  to  elementary  education,  the  exception  to 
ordinary  rules  may,  I  conceive,  justiiiably  be  carried  still 
further.  There  are  certain  primary  elements  and  means  of 
knowledge,  which  it  is  in  the  highest  degree  desirable  that 
all  human  beings  born  into  the  community  should  acquii*ej 
during  childhood.  If  their  parents,  or  those  on  whom  the; 
depend,  have  the  power  of  obtaining  for  them  this  instnic 
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*  In  oppoaitron  to  these  opinions,  a  writer,  with  whom  on  many  points  I 
agree,  but  whose  hostility  to  govemment  intervention  seems  to  me  too  iodb-! 
criminaite  and  miqualilicd,  M,  Danoyer,  observeB,  that  instruction,  bowever  good 
in  it?elf,  can  only  be  useful  to  the  pubhc  in  bo  far  as  they  are  willing  to  receife 
it,  and  that  the  best  prw>f  that  the  instrtietion  is  suitable  to  their  wants,  is  its 
Buccesa  as  a  peeuniary  enterprise,  Thia  argument  seems  no  more  conclusive  re^ 
specting  instruction  for  the  mind,  thnji  it  would  be  rerapecting  medicine  for  the 
body.  No  medicine  will  do  the  patient  any  good  if  he  cannot  be  Induced  to 
take  it;  but  we  are  not  bound  to  admit  as  a  corollary  from  this,  that  the  patient 
will  select  the  right  medicine  without  assistance.  Is  it  not  possible  that  a  reeom 
mendation,  from  any  quarter  which  he  respects,  may  Induce  him  to  accept  a  bet- 
ter medicine  than  he  would  spontaneously  have  chosen  ?  This  is,  in  respect  to 
education,  the  very  point  in  debate.  Without  doubt,  instruction  which  is  so  far 
in  advance  of  the  people  that  they  cannot  be  induced  to  avail  themselves  of  it,  i* 
to  them  of  no  more  worth  than  if  it  did  not  exist.  But  between  what  they  spon- 
taneously choose,  and  what  they  will  refuse  to  accept  when  offered,  there  is  a 
breadth  of  interval  proportioned  to  their  deference  for  the  recommender.  Be- 
sides, a  thing  of  which  the  public  are  bad  judges,  may  be  required  to  be  shown 
to  them  and  pressed  on  their  attention  for  a  long  time,  and  to  prove  its  advan- 
tages by  long  experience,  before  they  learn  to  appreciate  it,  yet  they  may  learn 
at  last;  which  they  might  never  have  done,  if  the  thing  had  not  been  thus  ob- 
truded  upon  them  in  act,  but  only  recommended  in  theory.  Now,  a  pecuniary 
epucnlation  cjinnot  wait  years,  or  perhaps  generations,  for  success ;  it  must  suc- 
ceed rapidly,  or  not  at  ail.  Another  consideration  which  M.  Duuoyer  seems  to 
have  overlooked,  its,  that  institutions  and  modes  of  tuition  which  never  could  be 
made  sufficiently  popular  to  repay,  with  a  profit,  the  expenses  incurred  on  thexD» 
may  be  invaluable  to  the  many  by  giving  the  highest  quality  of  education  to  the 
few,  and  keeping  up  the  perpetual  succession  of  superior  minds,  by  wham 
knowledge  h  advanced,  and  the  community  urged  forward  in  civilization. 
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tion,  and  fail  to  do  itj  they  commit  a  double  breach  of  duty  : 
towards  the  oMldi-en  themselveiS,  and  towards  the  members 
of  the  com  muni ty  generally,  who  are  all  liable  to  suffer 
geriously  from  the  consequences  of  ignorance  and  want  of 
education  in  their  fellow-citizens.  It  is  therefore  an  allow- 
able exercise  of  the  powers  of  government,  to  impose  on 
parents  the  legal  obligation  of  giving  elementary  instruction 
to  children-  This  however  cannot  fairly  be  done,  without 
taking  measnres  to  ensure  that  snch  instrnction  shall  be  al- 
ways accessible  to  them,  either  gratuitously  or  at  a  trifling 
expense. 

It  may  indeed  be  objected  that  the  education  of  children 
is  one  of  those  expenses  which  parentSj  even  of  the  labour- 
ing clasSj  ought  to  defray ;  that  it  is  desirable  that  they 
should  feel  it  incumbent  on  them  to  provide  by  their  own 
means  for  the  fulfilment  of  their  duties,  and  that  by  giving 
education  at  the  cost  of  others,  just  as  much  as  by  giving 
snbsiatencej  the  standai*d  of  necessary  wages  is  proportion- 
ally lowered,  and  the  springs  of  exertion  and  self-restraint 
in  so  much  relaxed.  This  argument  could,  at  best,  be  only 
valid  if  the  question  were  that  of  substituting  a  public  pro- 
vision for  what  individuals  w^ould  otherwise  do  for  them- 
selves ;  if  all  parents  in  the  labouring  class  recognised  and 
practised  the  duty  of  giving  instruction  to  tlieir  children  at 
their  own  expense.  But  inasmuch  as  parents  do  not  prac- 
tise this  dutVj  and  do  not  include  education  amonfc  those 
necessary  expenses  which  their  wages  must  provide  for^ 
therefore  the  general  rate  of  wages  is  not  high  enough  to 
bear  those  expenses,  and  they  must  be  borne  from  some 
other  source.  And  this  is  not  one  of  the  cases  in  which  the 
tender  of  help  perpetuates  the  state  of  things  which  renders 
help  necessary.  Instrnction,  when  it  is  really  suchj  does 
not  enervate,  but  strengthens  as  well  as  enlarges  the  active 
facuities :  in  whatever  manner  acquired,  its  effect  on  the 
mind  is  favourable  to  the  spirit  of  independence :  and  when, 
imless  had  gi-atuitously,  it  would  not  he  had  at  all,  help  in 
this  form  has  the  opposite  tendency  to  that  w^hich  in  so 
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jxamy  other  cases  makee  it  objecticMuble ;  it  k  beip  toi 
doing  witbotit  lielp. 

Id  En^landy  and  most  European  eonntrieSy  demeatuf^ 
inBtructioD  cannot  be  paid  for,  at  its  full  cost,  from  the  eonn 
mon  wages  of  nnstlQed  labour,  and  would  not  if  it  could. 
The  alternatlTe  therefore  is  not  betwerai  go^einmcpt  and 
private  spceoktion,  but  between  a  goremment  provision 
and  Tolontarv  charity:  between  interference  by  govem- 
ment,  and  interference  bj  aseociations  of  indiTiduak^  sub- 
scribing their  own  money  for  the  purpose,  like  the  two 
great  School  Societies.  It  is,  of  course,  not  dedrable  that 
anything  should  be  done  by  fiinds  derived  from  eompolsory 
taxation,  which  is  already  sufficiently  well  done  by  individ- 
ual liberality.  How  far  this  is  the  case  with  school  iufetmc- 
tion,  18,  in  each  particular  instance,  a  question  of  fact.  The 
education  provided  in  this  country  on  the  voluntary  prin- 
ciple has  of  late  been  so  much  discussed,  that  it  is  needless 
in  this  place  to  criticise  it  minutely,  and  I  shall  merely 
express  my  conviction,  that  even  in  quantity  it  is,  and  is 
likely  to  remain,  altogether  insufficient,  while  in  quality, 
though  with  some  slight  tendency  to  improvement,  it  is 
never  good  except  by  some  rare  accident,  and  generally  so 
bad  as  to  be  little  more  than  nominal.  I  hold  it  therefore 
the  duty  of  the  government  to  supply  the  defect  by  giving 
pecuniary  support  to  elementary  schools,  such  as  to  render 
them  accessible  to  all  the  children  of  the  poor,  either  freely, 
or  for  a  payment  too  inconsiderable  to  be  sensibly  felt 

One  thing  must  be  strenuously  insisted  on;  that  the 
government  must  claim  no  monopoly  for  its  education, 
either  in  the  lower  or  in  the  higher  branches ;  must  exert 
neither  authority  nor  influence  to  induce  the  people  to  re- 
sort to  its  teachers  in  preference  to  others,  and  must  confer 
no  peculiar  advantages  on  those  who  have  been  instructed 
by  tlieuL  Tliou^h  the  government  teachers  will  probably 
be  superior  to  the  average  of  private  instructors,  they  will 
not  embody  all  the  knowledge  and  sagacity  to  be  found  in 
all  instructors  taken  together,  and  it  is  desirable  to  leav 
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open  as  miiiiy  roadri  as  possible  to  the  de&ired  end.  It  is  not 
eoduraljle  that  a  government  should,  either  de  jure  or  de 
fuciOj  haye  a  complete  control  over  tlic  edncation  of  the 
people.  To  possess  such  a  eotitrol,  and  actnally  exert  itj  is 
to  be  despotic.  A  goYerniuent  which  can  mould  the  opin- 
ions and  sentiments  of  the  people  from  their  yonth  upwards, 
can  do  witli  them  whatever  it  pleases.  Though  a  govern- 
meiitj  therefore,  may,  .and  in  many  cases  ought  to,  establish 
schools  and  culleges,  it  must  neither  compel  nor  bribe  any 
person  to  come  to  them ;  nor  ought  the  power  of  individ- 
uals to  set  up  rival  establishments,  to  depend  in  any  degree 
upon  its  authorization.  It  would  be  justified  in  requiring 
from  all  the  people  that  they  shall  possess  instroction  in 
certain  things,  but  net  in  prescribing  to  them  how  or  from 
%vhom  they  shall  obtain  it. 


§  9.  In  the  matter  of  educatioUj  the  intervention  of 
govei-nment  is  justifiable,  because  the  case  is  not  one  in 
which  the  interest  and  judgment  of  the  consumer  are  a 
sufficient  security  for  the  goodness  of  the  commodity.  Let 
us  now  consider  another  class  of  cases,  where  there  is  no 
person  in  the  situation  of  a  consunierj  and  where  the  inter- 
est and  judgment  to  be  relied  on  are  those  <3f  the  agent 
himself;  as  in  the  conduct  of  any  business  in  which  he  is 
exclusively  interested,  or  in  entering  into  any  contract  or 
engagement  by  which  lie  himself  is  to  be  hound, 

Tlie  ground  of  the  practical  principle  of  non-interference 
must  here  be,  that  most  persons  take  a  juster  and  more  in- 
telligent view  of  their  own  interest,  and  of  the  means  of 
promoting  it^  than  can  either  be  prescribed  to  them  by  a 
general  enactment  of  the  legislature,  or  pointed  out  in  the 
particular  case  by  a  public  functionary.  Tlie  maxim  is 
unquestionably  sound  as  a  general  rule ;  but  there  is  no 
diflSeulty  in  perceiving  some  very  large  and  conspicuous  ex- 
ceptions to  it.     These  may  be  classed  under  several  heads. 

First : — The  individual  who  is  presumed  to  be  the  best 
judge  of  his  own  interests  ii^^J  ^^  incapable  of  judging  or 
51 
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acting  for  himself;  maj  be  a  Iimatic;  an  idiot,  an  in&nt; 
or  thongh  not  wholly  incapable,  may  be  of  immature  years 
and  judgment.  In  this  caee  the  foandation  of  the  laiiger- 
/aire  principle  breaks  down  entirely*  The  person  most  m- 
tereste^l  is  not  the  best  jndge  of  the  matter,  nor  a  competent 
judge  at  all  Insane  persons  are  everywhere  regarded  as 
proper  objects  of  the  care  of  the  state,*  In  the  case  of  chil- 
dren and  young  persoDs,  it  is  common  to  say,  that  though 
they  cannot  judge  for  themselves,  they  have  their  parents 
or  other  relatives  to  judge  for  them.  But  this  removes  the 
question  into  a  different  category ;  making  it  no  longer  a  ■ 
question  whether  the  government  should  interfere  with  in- 
dividnals  in  the  direction  of  their  own  conduct  and  interests, 
but  whether  it  should  leave  absolutely  in  their  power  the 
conduct  and  inter^ts  of  somebody  else.  Parental  power  is 
as  susceptible  of  abuse  as  any  other  power,  and  is,  as  a  mat- 
ter of  fact,  constantly  abused.  If  laws  do  not  succeed  in 
preventing  parents  from  brutally  ill-treating,  and  even  from 
murdering  their  children,  far  less  ought  it  to  be  presumed 


*  The  practice  of  the  EDgUah  law  with  respect  to  insane  peraans,  espedaBj 
cm  the  all -important  point  of  the  ascertainnient  of  insanity,  most  urgentlj  de- 
mands refonn.  At  present  no  persons,  whose  property  is  worth  coTeting,  and 
whose  nearest  relations  are  unscrapuloiiB,  or  on  bad  terms  with  tbem,  are  secure 
against  a  commiBsion  of  lunacy.  At  the  instance  of  the  persons  who  would 
profit  by  their  being  declared  insane,  a  jury  may  be  impanelled  and  an  tnvesdgs- 
tion  held  at  the  expense  of  the  property,  in  which  all  their  personal  pecxiliaritieat 
with  all  the  ttd<lition3  made  by  the  lying  gossip  of  low  servants,  are  poured  inia 
the  credulous  ears  of  twelve  petty  shopkeepers,  ignorant  of  all  ways  of  life  ex- 
cept  those  of  their  own  class,  and  regarding  every  trait  of  individuality  in  charac- 
ter or  taste  as  eccentricity,  and  all  eccentricity  as  cither  insanity  or  wicktnlnesR. 
If  this  sapient  tribunal  gives  the  desired  verdict,  the  property  is  handed  over  to 
perhaps  the  last  persons  whom  the  rightful  owner  would  have  desired  or  suffered 
to  possess  it.  Some  recent  instances  of  this  kind  of  investigation  have  been  a 
scandal  to  the  admimatration  of  justice.  Whatever  other  changes  in  this  bmndi 
of  law  may  be  made,  two  at  least  are  imperative :  first,  that,  as  in  other  legal 
proceedingfl,  the  expenses  should  not  be  borne  by  the  person  on  trial,  hut  by  the 
promoters  of  the  inquiry,  subject  to  recovery  of  coats  in  case  of  suceess:  and 
secondly,  that  the  property  of  a  person  declared  insane,  should  in  no  case  be 
made  over  to  heirs  while  the  proprietor  Is  alive,  bnt  should  be  managed  by  t 
public  oflScer  until  his  death  or  recovery. 
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tliat  the  interegts  of  children  will  never  be  sacrificed,  in 
more  eoiiimon-place  and  less  revolting  way 6,  to  the  seltish- 
ness  or  the  ignorance  of  their  parents.  Whatever  it  can  be 
clearly  seen  tliat  parents  onglit  to  do  or  forbear  for  tlie  in- 
ter^^st  of  children,  the  law  is  waiTanted,  if  it  is  able,  in 
compelling  to  be  done  or  forborne,  and  is  generally  bonnd 
to  do  so.  To  take  an  example  from  the  peculiar  province 
of  political  economy  ;  it  is  right  that  childrenj  and  young 
persons  not  yet  arrived  at  inaturity,  shonid  be  protected,  so 
far  as  the  eye  and  hand  of  the  state  can  reach,  from  being 
over- worked.  Laboming  for  too  many  hours  in  the  day,  or 
on  work  bdyoiid  their  strength,  should  not  be  permitted  to 
them,  for  if  permitted  it  may  always  be  compelled.  Free* 
dom  of  contract,  in  the  case  of  children,  is  but  another  word 
for  freedom  of  coercion.  Education  also,  the  best  which 
circumstanceB  admit  of  their  receiving,  is  not  a  thing  which 
parents  or  relatives,  from  indilferenee,  jealousy,  or  avarice, 
should  have  it  in  their  power  to  withhold. 

The  reasons  for  legal  intervention  in  favour  of  children, 
apply  not  less  strongly  to  the  case  of  those  unfortunate 
slaves  and  victims  of  the  most  brutal  part  of  mankind,  the 
lower  animals.  It  is  by  the  grossest  miBunderstanding  of 
the  principles  of  libeii;y,  that  the  infliction  of  exemplary 
punisliment  on  ruffianism  practised  towards  these  defenceless 
creatures,  has  been  treated  as  a  meddling  by  government 
with  things  beyond  its  province  ;  an  interference  with  do- 
mestic life.  The  domestic  life  of  domestic  tyrants  is  o^e  of 
the  tilings  which  it  is  the  most  imperative  on  the  law  to  in- 
terfere with ;  and  it  is  to  be  regretted  that  metaphysical 
scruples  respecting  the  nature  and  source  of  the  authority 
of  government,  shonid  induce  many  %varm  supporters  of 
laws  against  cruelty  to  animals,  to  seek  for  a  justification  of 
such  laws  in  the  incidental  consequences  of  the  indulgence 
of  ferocious  habits,  to  the  interests  of  human  beings,  rather 
than  in  the  intrinsic  merits  of  the  case  itself.  Wbat  it 
would  be  the  duty  of  a  human  being,  possessed  of  the  requi- 
site physical  strength,  to  prevent  by  force  if  attempted  in  hid 
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presence,  it  cannot  l>e  less  incyinbent  on  society  generally 
to  repress.  ITie  existing  laws  of  England  on  the  subject  arc 
chiefly  defective  in  the  trifling,  often  almost  numinal,  maxi* 
miinij  to  which  the  penalty  even  in  the  worst  cdses  is  limited. 
Among  those  memhers  of  tlie  community  whose  freedom 
of  contract  ought  to  be  controlled  by  the  legislature  for 
their  own  protectioB,  on  account  (it  is  said)  of  their  depend- 
ent p€^sitionJ  it  is  frequently  proposed  tu  include  women : 
and  in  the  existing  Factory  Act,  their  labour,  in  common 
T^-ith  that  of  young  pereonsj  has  been  placed  under  jieculiar 
restrictions.  But  the  classing  together,  for  this  and  other 
pui-poses,  of  wc»men  and  children,  appears  to  me  both  inde- 
fensible in  principle  and  mit?chievous  in  practice.  Children 
below  a  certain  age  cannot  judge  or  act  for  themselves  ;  up 
to  a  considerably  greater  age  they  are  inevitably  more  or 
less  disqualified  for  doing  so  ;  but  women  are  as  capable  as 
men  of  appreciating  and  managing  their  own  concerns,  and 
the  only  hindrance  to  their  doing  so  arises  from  the  injustice 
of  their  present  social  position.  So  long  as  the  law  makes 
everything  which  the  wife  acquires,  the  property  of  the  hus- 
band, while  by  compelling  lier  to  live  with  liim  it  forces 
her  to  submit  to  almost  any  amount  of  moral  and  even 
physical  tyranny  which  he  may  clioose  to  inflict,  there  is 
some  gt'ound  for  I'egarding  eVery  act  done  by  her  as  done 
under  coercion :  but  it  is  tlie  great  error  of  reformers  and 
philanthropists  in  our  time,  to  nibble  at  the  consequences 
of  unjust  power  instead  of  redressing  the  injustice  itself. 
If  women  had  as  absolute  a  control  as  men  have,  over  their 
own  persons  and  their  own  patrimony  or  acquisitions,  there 
would  be  no  plea  for  limitiug  their  hours  of  labouring  for 
themselves,  in  order  that  they  miglit  have  time  to  labour 
for  the  husband,  in  what  is  called,  by  the  advocators  of  re- 
striction, Ais  home.  Women  employed  iu  factories  are  the 
only  women  in  the  labouring  rank  of  life  whose  position  is 
not  that  of  slaves  and  drudges ;  precisely  because  they  can- 
r  not  easily  be  compelled  to  work  and  eani  wages  in  factories 
against  their  will     For  improWng  the  condition  of  womenj 
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it  slioukl,  on  tlie  contrary^  be  an  object  to  give  tbem  the 
readiest  access  to  iiulependent  indu&trial  employ  men  tj  in- 
stead of  closing,  eitber  entirely  or  partiallyj  that  which  is 
already  open  to  them. 

§  10.  A  second  exception  to  the  doctrine  that  indivii 
iiak  are  the  best  judges  of  their  own  interest ,  is  when  an 
indiyidual  attempts  to  decide  irrevocably  now,  what  will  be 
best  for  his  interest  at  some  future  and  distant  time.  The 
presumption  in  favour  of  individual  judgment  is  only  legiti- 
mate, ^vllere  the  judgment  is  gromided  on  actual^  and  es- 
pecially on  present,  personal  experience ;  not  where  it  is 
formed  antecedently  to  experieucej  and  not  suffered  to  be 
reversed  even  after  experience  has  condemned  it.  When 
persons  have  bound  themselves  by  a  eontractj  not  simply  to 
do  some  one  thing,  but  to  continue  doing  something  for 
ever  or  for  a  prolonged  period,  without  any  power  of  revok- 
ing the  engagement,  the  presumption  which  their  perse- 
verance in  that  course  of  conduct  would  otherwise  raise  in 
favour  of  its  being  advantageous  to  them,  does  not  exist ; 
and  any  such  presumption  which  can  be  grounded  on  their 
having  voluntarily  entered  into  the  contract,  perhaps  at  an 
early  age,  and  without  any  real  knowledge  of  wliat  they 
undertook,  is  commonly  next  to  milL  The  practical  maxim 
of  leaving  contracts  free,  is  not  applicable  without  great 
limitations  in  case  of  engagements  in  perpetuity  j  and  the 
law  should  be  extremely  jealous  of  such  engagements ; 
should  refuse  its  sanction  to  them,  when  the  obligations  they 
impose  are  such  as  the  contracting  party  cannot  be  a  com- 
petent judge  of;  if  it  ever  does  sanction  tliem,  it  should 
take  every  possible  security  lor  their  being  contracted  with 
I  foresight  and  deliberation  ;  and  in  compensation  for  not 
I  permitting  tlie  parties  themselves  to  revoke  their  engage- 
I  ment,  should  grant  them  a  release  irom  it,  on  a  sufficient 
^  case  being  made  out  before  an  impartial  authority.  Tijese 
I  considerations  are  eminently  applicalde  to  marriage,  the 
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§  11.  Tlie  third  exeepticm  whidi  I  gliall  nodee^  to  tbe 
doctriBe  thafgoremment  camiot  manage  the  affairs  of  indi- 
Tiduald  as  well  as  the  iodividDald  tbem^lvess  has  refetenee 
to  the  great  clasg  of  cases  in  which  the  indiTiduals  can  oqIj 
manage  the  concern  by  del^ated  agener,  and  in  which  the 
80-ealIed  private  management  h,  in  point  of  fact^  IiardlT 
better  entitled  to  be  called  management  by  the  persons  in- 
terested, than  administration  by  a  pnbKc  officer.  Whatever, 
if  left  to  spontaneous  agency,  can  only  be  done  by  joint- 
fetock  afisociations,  will  often  be  as  well^  and  sometimes  bet- 
ter done,  as  far  as  the  actual  work  is  concerned,  by  the 
state.  Government  management  is,  indeed,  prorerbially 
jobbing,  careless,  and  ineffective,  bnt  so  likewise  has  gen- 
erally b^n  joint-stock  management.  The  directors  of  a 
joint-stock  company,  it  is  true,  are  always  diareholders ; 
bnt  also  the  members  of  a  government  are  invariably  tax- 
payers ;  and  in  the  case  of  directors,  no  more  than  in  that 
of  governments,  is  their  proportional  share  of  the  benefits 
of  good  management,  equal  to  the  interest  they  may  pos- 
sibly have  in  mismanagement,  even  without  reckoning  the 
interest  of  their  ease.  It  may  be  objected,  that  the  share- 
holders, in  tlieir  collective  character,  exercise  a  certain  con- 
trol over  the  directors,  and  have  almost  always  full  j>ower 
to  remove  them  from  office.  Practically,  however,  the  diffi- 
culty of  exercising  this  power  is  found  to  be  so  great,  that  it 
is  hardly  ever  exercised  except  in  cases  of  such  flagrantly 
unskilful,  or,  at  least,  unsuccessful  management,  as  would 
generally  produce  the  ejection  from  office  of  managers  ap- 
pointed by  the  government.  Against  the  very  ineffectual 
security  afforded  by  meetings  of  shareholders,  and  by  their 
individual  inspection  and  enquiries,  may  be  placed  the 
greater  publicity  and  more  active  discussion  and  comment, 
to  be  expected  in  free  countries  with  regard  to  affairs  in 
which  the  general  government  takes  part.  The  defects, 
therefore,  of  government  management,  do  not  seem  to  be 
necessarily  much  greater,  if  necessarily  greater  at  aU,  than 
those  of  management  by  joint-stock. 
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The  true  reasons  in  favour  of  leavinor  to  vohintary  associ- 
atioos  all  such  things  as  they  are  competent  to  perfoitn, 
would  exist  in  equal  strength  if  it  were  certain  that  the 
work  itself  would  be  as  well  or  better  done  by  public  offi- 
cers* Tlieee  reasons  have  been  already  pointed  out ;  the 
mischief  of  overloading  t!ie  chief  fnuctionaries  of  govern- 
ment with  dciuands  on  their  attention,  and  diverting  them 
from  duties  which  tliey  alone  can  diseliarge^  to  objects 
which  can  be  sufficiently  well  attained  without  them ;  the 
danger  of  unnec€^ssarily  swelling  the  direct  power  and  indi- 
rect influence  of  govemuientj  and  multiplying  occasions  of 
collision  between  its  agents  and  private  citizens ;  and  the 

I  inexpediency  of  concentrating  in  a  dominant  bureaucracy, 
all  the  skill  and  experience  in  the  management  of  large  in- 
terests, and  all  the  power  of  oi^ganized  action,  existing  in 

I  the  community ;  a  practice  which  keeps  the  citizens  in  a 
relation  to  the  government  like  that  of  children  to  their 
guardians,  and  is  a  main  cause  of  the  inferior  capacity  for 
political  life  which  has  hitherto  characterized  the  over-gor- 
enied  countries  of  the  Continent,  whctlier  with  or  without 
the  forms  of  representative  government.* 

But  although,  for  these  reasons,  most  things  which  are 
likely  to  be  even  tolerably  done  by  voluntary  associations, 
shouldj  generally  speaking,  be  left  to  them  ;  it  does  not  fol- 
low that  the  manner  in  which  tliose  associations  perfonii 
their  work  should  be  entirely  nneon  trolled  by  the  govern- 

*  A  parallel  case  may  be  found  in  the  distaste  for  politics^  and  absence  of 
public  s^pirit,  by  whidi  women,  as  a  class,  are  characterized  rn  the  present  state 
of  society,  and  which  is  often  felt  and  complained  of  by  political  reformers,  wi th- 
ou t^  in  general,  making  them  willing  to  recognise,  or  deBiroua  to  remove,  ita 
cause.  It  obviously  arises  from  their  being  taught,  both  by  iDstltutiona  and  by 
the  whole  of  their  education,  to  reg^ard  themselves  as  entirely  apart  from  politics. 
Wherever  they  have  been  polirieians,  they  have  shown  as  great  interest  in  the 
subject,  and  as  great  aptitude  for  it,  according  to  the  spirit  of  their  time,  ss  the 

I  men  with  whom  they  were  ootemporaries :  in  that  period  of  history  {for  example) 
in  which  Isabella  of  Castile  and  Elizabeth  of  England  were,  not  rare  exceptions^ 
but  merelv  brilliant  examples  of  n  spirit  and  capacitv  very  largely  diffused 
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ment,  Tliure  ai*e  maoy  eases  in  which  the  ai^ency,  of  what 
ever  nature,  by  whicli  a  service  is  performedj  is  certain,  fi-om 
the  nature  of  the  ea&e,  to  he  virtually  single ;  in  which  a 
practical  monopoly^  with  all  the  power  it  confers  of  taxing 
the  comoitmity,  cJimiyt  he  prevented  from  existing,  I  have 
already  more  than  once  adverted  to  the  case  of  the  gas  and 
water  companies,  aiiioug  whichj  though  perfect  freedom  is 
allowed  to  eoinpetitiuiij  iiane  really  takes  place,  and  practi- 
cally they  are  foiuid  to  he  even  more  irresponsilde,  and  nn- 
approacliahle  by  individual  complaints,  than  the  govern*  j 
ment*  There  are  the  expenses  without  the  advantages 
of  phirality  of  agency ;  and  the  charge  made  for  services 
which  cannot  he  dispensed  with,  is,  in  substance,  quite  as 
much  compulsory  taxation  as  if  imposed  by  law  :  there  are| 
few  honseholdcrs  who  make  any  distinction  between  tlieir 
"  water  rate  "  and  tlieir  other  local  taxes.  In  the  case  of 
these  particular  sen^  ices,  the  reasons  preponderate  in  favour 
of  their  being  performedj  like  the  paving  and  cleansing  of 
the  streets,  not  certainly  by  the  general  goverament  of  the 
state,  but  by  the  municipal  authorities  of  the  town,  and  the 
expense  defrayed,  as  even  now  it  in  tiict  is,  by  a  local  rate. 
But  in  the  many  analogous  causes  which  it  is  best  to  resign 
to  voluntary  agency,  the  coniinunity  needs  some  other  se- 
cui'ity  for  the  fit  performance  of  the  service  than  the  inter- 
est of  the  managers;  and  it  is  the  part  of  government, 
either  to  subject  the  business  to  reasonable  conditions  for 
the  general  advantage,  or  to  retain  such  power  over  it,  that 
the  profits  of  the  monopoly  may  at  least  be  obtained  for  the 
public.  Tliis  applies  to  the  case  of  a  road,  a  canal,  or  a 
railway.  These  are  always,  in  a  great  degree,  practical 
monopolies  ;  and  a  government  wliieh  concedes  such  mono-  I 
poly  unreservedly  to  a  private  company,  does  much  the 
same  thing  as  if  it  allowed  an  individual  or  an  association 
to  levy  any  tax  they  chose,  for  their  o%vn  benefit,  on  all  the 
malt  produced  in  the  country,  or  on  all  the  cotton  imported  ' 
into  it.  To  make  the  concession  for  a  limited  time  is  gen- 
erally justifiable,  on  the  principle  %vhieh  justifies  patents  for  i 
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inventions :  but  the  state  should  eitlier  reserve  to  itself  a 
reversionary  property  in  such  public  ivorks,  or  should  re- 
tain, and  freely  exercise,  the  right  of  fixing  a  maximuin  of 
fares  ancl  charges,  and,  fi'om  time  to  time,  varying  that  max- 
imum. It  is  perhaps  necessary  to  remark  that  the  state 
may  be  the  proprietor  of  canals  or  railways  without  itself 
working  them  ;  and  tliat  they  will  ahnost  always  be  better 
worked  by  means  of  a  companyj  renting  the  railway  or 
canal  for  a  limited  period  from  the  state. 

§  12.  To  a  fourth  cause  of  exception  I  must  request 
particular  attention,  it  being  one  to  which,  as  it  appears  to 
me,  the  attention  of  political  economists  has  not  yet  been 
sufficiently  drawn.  There  are  matters  in  which  the  inter- 
ference of  law  is  required,  not  to  overrule  the  judgment  of 
individuals  respecting  their  own  interest,  but  to  give  effect 
to  that  judgment ;  they  being  unable  to  give  effect  to  it  ex- 
cept by  concert,  %vliicli  concert  again  cannot  be  effectual 
unless  it  receives  validity  and  sanction  from  the  law*  For 
illustration,  and  without  prejudging  the  particular  point,  I 
may  advert  to  the  question  of  diminishing  the  hour&  of  la- 
bour. Let  us  suppose,  what  is  at  least  supposalde,  whether 
it  be  the  fact  or  not — that  a  general  reduction  of  the  hours 
of  factory  labour,  say  from  ten  to  nine,  would  be  ibr  the  atl- 
vantage  of  the  workpeople  :  that  tliey  would  receive  as  high 
wages,  or  nearly  as  high,  tor  nine  hours  labour  as  they  re- 
ceive for  ten.  If  this  would  be  the  result,  and  if  the  opera- 
tives generally  are  convinced  that  it  would,  the  limitation, 
some  may  say,  will  be  adopted  spontaneously.  I  answer^ 
that  it  will  not  be  adopted  unless  the  body  of  operatives 
bind  themselves  to  one  anotlier  to  abide  by  it.  A  work- 
man who  refused  to  work  more  than  nine  hours  while  thero 
were  others  who  worked  ten,  would  either  not  be  employed 
at  all,  or  if  employed,  must  submit  to  lose  one-tenth  of  his 
wages.  However  convinced,  therefore,  he  may  be  that  it 
is  the  interest  of  tlie  class  to  work  sliort  time,  it  is  contrary 
to  his  own  interest  to  set  the  example,  unless  he  is  well  as* 
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snred  that  all  or  most  otliers  will  follow  it.  But  suppose 
general  agrceiiient  of  the  whole  cla&s:  might  not  this  be 
effectual  without  the  eanetion  of  law !  Not  unless  enforced  hr 
opinion  with  a  rigour  practically  equal  to  that  of  law.  For 
however  beneficial  the  ohscrvancc  of  tlie  regulation  might 
be  to  the  class  collectively,  the  immediate  interest  of  every 
individual  wo^ld  lie  in  violating  it:  and  the  more  nnnierouB 
thitse  were  who  adhered  to  the  injle,  the  more  would  indi- 
viduals gain  by  departing  from  it  If  nearly  all  restricted 
themselves  to  nine  hours,  those  who  chute  to  work  for  ten 
would  gain  all  the  advantage  of  the  restriction,  together 
with  the  profit  of  infriogiug  it ;  they  M'ould  get  ten  hoars 
wages  for  nine  hours  work,  and  an  hours  wages  besides.  I 
grant  that  if  a  large  majority  adhered  to  the  nine  hours, 
tliei'c  would  he  no  harm  done  ;  the  benefit  M'ould  be,  in  the 
maiUj  secured  to  the  class,  while  those  individuals  who  pre- 
ferred to  work  harder  and  earn  more,  would  have  an  oppor- 
tunity of  doing  so.  This  certainly  would  he  the  state  of 
things  to  be  wished  for;  and  assuming  that  a  reduction  of 
Iiours  without  any  diminution  of  wages  could  take  place 
without  expelling  the  commodity  trom  some  of  its  markets 
— which  is  in  every  particular  instance  a  question  of  fact, 
not  of  princi]»lc — the  manner  in  %vliich  it  would  he  most 
desirable  that  this  effect  sliould  be  brought  about,  would  be 
by  a  quiet  change  in  the  general  custom  of  the  trade  ;  short 
hours  becoiuing,  by  spontaneous  choice,  the  general  prac- 
tice, hut  those  who  chose  to  deviate  from  it  having  the  full* 
est  liberty  to  do  so.  Probably^  however,  so  many  woidd 
prefer  the  ten  hours  work  on  the  improved  terms,  that  the 
limitation  coidd  not  be  maintained  as  a  general  practice: 
what  some  did  from  choice,  others  wcmld  soon  be  obliged 
to  do  from  necessity,  and  those  who  had  chosen  long  horn's 
for  the  sake  of  increased  wages,  would  be  forced  in  the  end 
to  work  long  hours  ior  no  greater  wages  than  before.  As- 
suming then  that  it  really  would  be  the  interest  of  each  to 
work  only  nine  hours  if  he  could  Ije  assured  that  all  otliers 
would  do  the  same,  there  might  be  no  means  of  their  attain- 


I 


i 


I 
I 
I 


IT  atiam-       i 


LIMITS   OF   TUE   PROVIXCE   OF  GOVER^MEXT. 


I 

I 


I 


I 


irig  tills  object  but  by  converting  tbeir  supposed  nnitual 
agreement  into  an  engagement  under  penalty,  by  consent- 
ing to  have  it  enforced  by  law.  I  am  not  expressing  any 
opinion  in  favonr  of  such  an  enactment,  wbicb  has  never 
been  dernandedj  and  wliich  I  certainly  should  not,  in  pres- 
ent circumstances^  recommend  :  bnt  it  serves  to  exemplify 
the  manner  in  wliich  classes  of  persons  may  need  the  assist- 
ante  of  law,  to  give  effect  to  their  deliberate  collective  opin- 
ion of  their  own  interest,  by  affording  to  every  individual  a 
guarantee  that  his  competitors  will  pursue  the  same  course, 
without  which  he  cannot  safely  adopt  it  himself. 

Another  exemplification  of  the  same  principle  is  afforded 
by  what  ia  known  as  the  Wakefield  system  of  colonization. 
This  system  is  grounded  on  the  important  principle,  that 
the  degree  of  productiveness  of  land  and  labour  depends  on 
their  being  in  a  due  proportion  to  one  another ;  that  if  a 
few  persons  in  a  newly-settled  country  attempt  to  occupy 
nnd  appropriate  a  large  district j  or  if  each  labourer  becomes 
too  soon  an  occupier  and  cultivator  of  land^  there  is  a  loss 
of  productive  power^  and  a  great  retardation  of  the  progress 
of  the  colony  in  wealth  and  civilization  :  that  nevertheless 
the  instinct  {as  it  may  almost  be  called)  of  appropnation, 
and  the  feelingB  associated  in  old  countries  with  landed  pro- 
prietoi'ship,  induce  almost  every  emigrant  to  take  possession 
of  as  mncli  land  as  he  has  the  means  of  acquiringj  and  every 
labourer  to  become  at  once  a  proprietor,  cultivating  his  own 
land  with  no  other  aid  tlian  that  of  his  family*  If  this  pro- 
penBity  to  the  immediate  possession  of  land  could  be  in  some 
degree  restrained,  and  each  labourer  induced  to  work  a  cer- 
tain number  of  ycai^B  on  hire  before  he  became  a  landed 
l>roprietor,  a  perpetual  stock  of  hired  labourers  could  lie 
maintained,  available  for  roads,  canals,  works  of  irrigation, 
&C.J  and  for  the  establishment  and  carrying  on  of  the  differ- 
ent branches  of  to\rn  industry  ;  whereby  the  labourer,  when 
he  did  at  last  become  a  landed  proprietor,  would  find  his 
land  nmch  more  valuable,  tlirougb  access  to  market?,  and 
facility  of  obtaining  hired  labour.     Mr.  Wakefield  therefore 
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proposed  to  elicek  the  premature  occupation  of  land,  and 
dispersion  of  the  people,  by  putting  upon  all  tmappropriated 
lands  a  ratlier  high  pricej  the  proceeds  of  which  were  to  be 
expended  in  conveying  emigrant  labom^ers  from  the  mother 
country,  *■ 

This  salutary  provision,  however,  has  been  objected  to, 
in  the  name  and  on  the  anthority  of  what  was  represented 
as  the  great  principle  of  political  economy,  that  individuals 
are  the  best  judges  of  their  own  interest  It  was  said,  that 
when  things  are  left  to  theraselveSj  land  is  appropriated  and 
occupied  by  the  spontaneous  choice  of  individuals,  in  the 
quantities  ami  at  the  times  most  advantageous  to  each  per- 
son, aud  therefore  to  the  community  generally ;  and  tliat  to 
interpose  artificial  obstacles  to  their  obtaining  land,  is  to 
prevent  tliera  frona  adopting  the  course  which  in  their  own 
judgment  is  most  beneficial  to  them,  from  a  self-conceited 
notion  of  the  legislator,  that  he  knows  what  is  most  for  their  , 
interest,  better  than  they  do  themselves.  Now  tliie  is  a  ■ 
complete  misunderstanding,  either  of  the  system  itself,  or  of 
the  principle  with  which  it  is  alleged  to  conflict.  The  over- 
sight is  similar  to  that  which  we  have  just  seen  exemplified 
on  the  subject  of  hours  of  labour.  However  beneficial  it 
might  be  to  the  colony  in  the  aggregate,  and  to  each  indi- 
vidual composing  it,  that  no  one  should  occupy  more  land 
tlian  he  can  properly  cultivate^  nor  become  a  proprietor 
until  there  are  other  labourers  ready  to  take  his  place  in 
working  for  hire;  it  can  never  be  the  interest  of  an  individ- 
ual to  exercise  this  forbearance,  unless  he  is  assured  that 
others  will  do  so  too.  Surrounded  by  settlers  ^vho  have  ■ 
each  their  thousand  acres,  how  is  he  benefited  by  resti-ictiiig  | 
himself  to  fitlty  ?  or  what  does  a  labourer  gain  by  deferring 
the  acquisition  altogether  tor  a  few  years,  if  all  other  labourers 
rush  to  convert  their  first  earniugs  into  estates  in  the  wilder 
ness,  several  miles  apart  from  one  another?  If  they,  bj 
seizing  on  land,  prevent  the  formation  of  a  class  of  labourers 
for  wages,  he  will  not,  by  postponing 
coming  a  proprietor,  be  enabled  to  employ  the  land  with 
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any  greater  advantage  when  lie  does  obtain  it ;  to  what  end 
therefore  ehonkl  he  place  him^^elf  in  Avhat  ^vill  appear  to  him 
and  others  a  position  of  inferiority,  hy  remaining  a  hired 
labourer  when  all  aroimd  him  are  proprietors?  It  is  the 
interest  of  each  to  do  what  is  good  for  all,  hnt  only  if  others 
will  do  likewise. 

The  principle  that  each  is  the  best  judge  of  his  own  in- 
terest, understood  as  these  objectors  understand  it,  would 
prove  that  goreraments  ought  not  to  fulfil  any  of  their 
acknowledged  duties — ought  not,  in  fact,  to  e^st  at  all.     It 

ITS  greatly  the  interest  of  the  community,  collectively  and 
individually,  not  to  rob  or  defraud  one  another :  but  there 
is  not  the  less  necessity  for  laws  to  punish  robbery  and 
fraud ;  because,  though  it  is  the  interest  of  each  that  nobody 
should  rob  or  cheat,  it  is  not  any  one's  interest  to  refrain 

■  from  robbing  and  cheating  others  when  all  others  are  per- 

■  mitted  to  rob  and  cheat  him.  Penal  laws  exist  at  all, 
chiefly  for  this  reason,  because  even  an  unanimous  opinion 

I  that  a  certain  line  of  conduct  is  for  the  general  interest,  does 
not  always  make  it  people's  individual  interest  to  adhere  to 
that  line  of  conduct. 

§  1 3.  Fifthly ;  the  argument  against  government  inter- 
ference grounded  on  the  maxim  that  individuals  are  the 
best  judges  of  their  own  interestj  cannot  apply  to  the  very 
large  class  of  cases,  in  which  those  acts  of  individuals  with 
which  the  government  claims  to  interfere,  are  not  done  by 
those  individuals  for  their  own  interest,  but  for  the  interest 
of  otlier  people.  Tliis  includes,  among  other  things,  the 
important  and  much  agitated  subject  of  public  charity. 
Thougli  indi\'idua!s  should,  in  general,  be  left  to  do  fot 
themselves  whatever  it  can  reasonably  be  expected  that  they 
should  be  capable  of  doing,  yet  when  they  are  at  any  rate 
not  to  be  left  to  themselves,  but  to  be  helped  by  other 
people,  the  qnestii>n  arises  whether  it  is  better  that  they 
should  receive  this  lielp  exclusively  from  individuals,  and 
therefore   uncertainly  and  casually,  or   by   systematic  ar- 


590  BOOK  V.     CHAPTER  XI.     §13. 

rangeinents,  in  which  society  acts  through  its  organ,  the 
state. 

Tliis  brings  us  to  the  subject  of  Poor  Laws ;  a  subject 
which  would  be  of  very  minor  importance  if  the  habits  of 
all  classes  of  the  people  were  temperate  and  prudent,  and  the 
diffusion  of  property  satisfactory ;  but  of  the  greatest  mo- 
ment in  a  state  of  things  so  much  the  reverse  of  this,  in  both 
points,  as  that  which  the  British  islands  present. 

Apart  from  any  metaphysical  considerations  respecting 
the  foundation  of  morals  or  of  the  social  union,  it  will  be 
admitted  to  be  right  that  human  beings  should  help  one  an- 
other ;  and  the  more  so,  in  proportion  to  the  urgency  of  the 
need :  and  none  needs  help  so  urgently  as  one  who  is  starv- 
ing. The  claim  to  help,  therefore,  created  by  destitution, 
is  one  of  the  strongest  which  can  exist ;  and  there  isj^rimd 
facie  the  amplest  reason  for  making  the  relief  of  so  extreme 
an  exigency  as  certain  to  those  who  require  it,  as  by  any 
arrangements  of  society  it  can  be  made. 

On  the  other  hand,  in  all  cases  of  helping,  there  are  two 
sets  of  consequences  to  be  considered ;  the  consequences  of 
the  assistance  itself,  and  the  consequences  of  relying  on  the 
assistance.  The  former  are  generally  beneficial,  but  the 
latter,  for  the  most  part,  injurious ;  so  much  so,  in  many 
cases,  as  greatly  to  outweigh  the  value  of  the  benefit.  And 
this  is  never  more  likely  to  happen  than  in  the  very  cases 
where  the  need  of  help  is  the  most  intense.  There  are  few 
things  for  which  it  is  more  mischievous  that  people  should 
rely  on  the  habitual  aid  of  others,  than  for  the  means  of  sub- 
sistence, and  unhappily  there  is  no  lesson  which  they  more 
easily  learn.  Tlie  problem  to  be  solved  is  therefore  one  of 
peculiar  nicety  as  well  as  importance;  how  to  give  the 
greatest  amount  of  needful  help,  with  the  smallest  encour- 
agement to  undue  reliance  on  it. 

Energy  and  self-dependence  are,  however,  liable  to  be 
impaired  by  the  absence  of  help,  as  well  as  by  its  excess. 
It  is  even  more  fatal  to  exertion  to  have  no  hope  of  succeed- 
ing by  it,  than  to  be  assured  of  succeeding  without  it.     When 
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the  condition  of  any  one  is  so  disfistmus  that  his  energies  are 
paralyzed  by  disconragementj  assistance  is  a  tonic,  not  a 
sedative :  it  braces  instead  of  deadening  the  active  facnlties  : 
always  provided  that  the  assistance  is  not  such  as  to  dispense 
with  self-help,  by  snbstitnting  itself  for  the  person's  own 
labour,  skill,  and  prudence,  but  is  limited  to  aflbniing  him  a 
better  hope  of  attaining  success  by  those  legitimate  means. 
Tills  accordingly  is  a  test  to  whieli  all  plans  of  philanthropy 
:^n^l  benevolence  should  be  brought,  whether  intended  for 
the  benefit  of  individuals  or  of  classes,  and  whether  con- 
ducted on  the  voluntary  or  on  the  government  principle. 

In  so  far  as  the  subject  admits  of  any  general  docti-ine 
or  maxim,  it  would  appear  to  be  this— that  if  assistance  is 
given  in  such  a  manner  that  the  condition  of  the  person 
helped  is  as  desirable  as  that  of  the  person  wdio  sacceeds 
in  doing  the  same  thing  without  help,  the  assistance,  if  ca- 
pable of  being  previously  calculated  on,  is  mischievous  ;  but 
if,  while  available  to  everybody,  it  leaves  to  every  one  a 
strong  motive  to  do  without  it  if  he  can^  it  is  then  for  the 
most  part  beneficial.  This  principle,  applied  to  a  system 
of  public  charity  J  is  that  of  the  Poor  Law  of  1834.  If  the 
condition  of  a  person  receiving  relief  is  made  as  eUgible  as 
that  of  the  labourer  who  supports  himself  by  his  own  exer- 
tions, the  system  strikes  at  the  root  of  all  individual  industry 
and  self-government ;  and,  if  fully  acted  up  to,  would  re- 
quire as  its  supplement  an  organized  system  of  compulsion, 
for  governing  and  setting  to  work  like  cattle,  those  w^ho  had 
been  removed  from  the  influence  of  the  motives  that  act  on 
human  beings.  But  if,  consistently  with  guaranteeing  all 
persons  against  absolute  want,  the  condition  of  tliose  who 
are  suppoited  by  legal  charity  can  be  kept  considerably 
less  desirable  than  the  condition  of  those  who  find  snpport 
for  themselves,  none  but  beneficial  conseqnences  can  arise 
from  a  law  which  renders  it  impossible  for  any  peraonj  ex- 
cept by  his  own  choice,  to  die  from  insufficiency  of  food. 
That  in  England  at  least  this  supposition  can  be  realized, 
is  proved  by  the  experience  of  a  long  period  preceding  the 
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close  of  tlie  last  eefitniy,  as  well  as  by  that  of  many  higlJy 
pauperized  districts  in  more  recent  timeSy  whicli  bare  been 
dispauperized  by  adopting  strict  rules  of  poor-law  adminis- 
trationj  to  the  great  and  permanent  benefit  of  the  whole 
labouring  class.  There  is  probably  no  country  in  whieh»  by 
varying  the  means  suitably  to  the  character  of  the  people,  a 
legal  provision  for  tlie  destitute  might  not  be  made  compat- 
ible with  the  observance  of  the  conditions  necessary  to  its 
being  innocuous. 

Subject  to  these  conditions,  I  conceive  it  to  be  highly 
desirable,  tliat  the  certainty  of  subsistence  should  be  held 
out  by  law  to  the  destitute  able-bodied,  rather  than  that 
their  relief  should  depend  on  voluntary  charity.  In  the  first 
place,  charity  almost  always  does  too  much  or  too  little;  it 
lavishes  its  bounty  in  one  place^  and  leaves  people  to  starve 
in  another.  Secondly,  since  the  state  must  necessarily  pro- 
rid  o  subsistence  for  the  criminal  poor  while  undergoing 
punishment,  not  to  do  the  same  for  the  poor  who  haVe  not 
offended  is  to  give  a  premium  on  crime.  And  lastly,  if  the 
poor  are  left  to  individual  charity,  a  vast  amount  of  men- 
dicity is  inevitalde.  What  the  state  may  and  should  aban- 
don to  private  charityj  is  the  task  of  distinguishing  between 
one  case  of  real  necessity  and  another.  Private  charity  can 
give  more  to  the  more  deserving.  Tlie  state  must  act  by 
general  rules.  It  cannot  undertake  to  discriminate  between 
the  deserving  and  the  undeseiTing  indigent.  It  owes  no 
more  than  Bubsistenee  to  the  first,  and  can  give  no  less  to 
the  last.  "Wliat  is  said  about  the  injustice  of  a  law  which 
has  no  better  treatment  for  the  merely  unfortunate  poor  than 
for  the  ill-couducted,  is  founded  on  a  misconception  of  the 
province  of  law  and  public  authority.  The  dispensers  of 
public  relief  have  no  business  to  be  inquisitors.  Guardians 
and  overseers  are  not  fit  to  be  trusted  to  give  or  withhold 
other  people's  money  according  to  their  verdict  on  the 
morality  of  the  person  soliciting  it;  and  it  would  show 
much  ignorance  of  the  ways  of  mankind  to  suppose  that 
such  persons,  even  in  the  almost  impossible  case  of  their 
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being  qualified,  "will  take  the  trouble  of  ascertaining  and 
sifting  tlie  past  conduct  of  a  person  in  distress,  so  as  to  form 
a  rational  judgment  on  it.  Private  charity  can  mate  these 
distiii(;tioi)9  ;  and  in  bestowing  its  own  money,  is  entitled  to 
do  so  according  to  its  own  judgment.  It  should  understand 
that  tliis  iis  its  peculiar  and  appropriate  province,  and  that . 
it  IS  commendable  or  the  contrary,  afs  it  exercises  the  func- 
tion with  more  or  less  discernment.  Bat  the  administrators 
of  a  public  fund  ought  not  to  be  required  to  do  more  for 
anybody,  than  that  minimum  which  is  due  even  to  the 
woM.  If  they  are,  the  indulgence  very  speedily  becomes 
the  rule,  and  refusal  the  more  or  less  capricious  or  tyraimical 
exception. 


§  14.  Another  class  of  cases  which  fall  witliin  the  same 
general  principle  as  the  case  of  public  charity,  are  those 
in  which  the  acts  done  by  individuals,  though  intended 
solely  for  their  own  benefitj  involve  consequences  extending 
indefinitely  beyond  them,  to  interests  of  the  nation  or  of 
posterity,  for  which  society  in  its  collective  capacity  is  alone 
able,  and  alone  bound,  to  provide.  One  of  these  cases  is 
that  of  Colonization.  If  it  is  desirable,  as  no  one  will  deny 
it  to  be,  that  the  planting  of  colonies  should  be  conducted, 
not  with  an  exclusive  view  to  the  private  interests  of  the 
first  founders,  but  with  a  deliberate  regard  to  the  permanent 
welfare  of  the  nations  afterwards  to  arise  from  these  small 
beginnings ;  such  regard  can  oidy  be  secured  by  placing 
the  enterprise,  from  its  commencement,  under  regulations 
constructed  with  the  foresight  and  enlarged  views  of  philo- 
sophical legislatoj'S ;  and  the  government  alone  has  power 
either  to  frame  such  regulations,  or  to  enforce  their  obser- 
vance. 

The  question  of  government  intervention  in  the  work  of 
Colonization  involves  the  future  and  permanent  interests  of 
civilization  itself,  and  far  outstretches  the  comparatively 
narrow  limits  of  purely  economical  considerations.  But 
even  with  a  view  to  those  considerations  alone,  the  removal 
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of  population  from  the  overcrowded  to  the  unoccupied  parts 
of  the  earth's  surface  is  one  of  those  works  of  eminent  social 
usefalnesi^  widch  most  require,  and  which  at  the  same  time 
best  repay,  the  intervention  of  government. 

To  appreciate  the  benelits  of  colonization,  it  ghonld  be 
considered  in  its  relation,  not  to  a  single  country,  but  to  the 
collective  economical  interests  of  the  hum^i  race.  The 
(|ue6tion  is  in  general  treated  too  exclusively  as  one  of  dis- 
tribution ;  of  relieving  one  labour-market  and  supplying 
another.  It  is  this,  but  it  is  also  a  question  of  production^ 
and  of  the  most  efficient  employment  of  the  productive 
i*e«ource8  of  the  world.  Much  has  been  said  of  the  good 
economy  of  importing  commodities  from  the  place  where 
they  can  be  bought  cheapest ;  while  the  good  economy  of 
producing  them  where  they  can  be  produced  cheapest,  is 
comparatively  little  thought  of.  If  to  carry  consumable 
goods  from  the  places  where  they  are  superabundant  to 
those  where  they  are  scarce,  is  a  good  pecuniary  speculation, 
is  it  not  an  equally  good  gpeculation  to  do  the  same  thing 
with  regard  to  labour  and  instruments  ?  The  exportation 
of  labourers  and  capital  from  old  to  new  countries,  from  a 
place  where  their  productive  power  is  less,  to  a  place  where 
it  is  greater,  increases  by  so  much  the  aggregate  produce  of 
the  labour  and  capital  of  the  world.  It  adds  to  the  joint 
wealth  of  the  old  and  the  new  country,  what  amounts  in  a 
short  period  to  many  times  the  mere  cost  of  effecting  the 
transport.  Tliere  needs  be  no  hesitation  in  affirming  that 
Colonization,  in  the  present  state  of  the  world,  is  the  b 
affair  of  business,  in  which  the  capital  of  an  old  and  wealth; 
country  can  engage. 

It  is  equally  obvious,  however,  that  Colonization  on  a 
great  scale  can  be  undertaken,  as  an  affair  of  business,  only 
by  the  government,  or  by  some  combination  of  individuals 
in  complete  understanding  with  the  governtnent ;  except 
under  such  very  peculiar  circumstances  as  those  which  suc- 
ceeded the  Irish  famine.  Emigration  on  the  voluntary 
principle  rarely  has  any  material  influence  in  lightening  the 
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pressure  of  population  in  the  old  country,  tliougli  as  far  as 
it  goes  it  is  doubtless  a  beuelit  to  the  colony.  Those  labour- 
ing persons  who  voluntarily  emigrate  are  seldom  the  very 
poor ;  they  are  small  farmers  with  some  little  capital j  or 
labourers  who  have  saved  somethingj  and  who,  in  removing 
only  their  own  labour  from  the  crowded  labour-market, 
withdraw  from  the  capital  of  the  country  a  fund  which 
maintained  aud  employed  more  labourers  than  themselves. 
Besides,  this  portion  of  the  eommvmity  is  so  limited  in 
number,  tliat  it  might  be  removed  entirely,  without  making 
any  sensible  impression  upon  the  numbers  of  the  popalation, 
or  even  upon  the  anmuil  increase.  Any  considerable  emi- 
gration of  labour  is  only  practicable^  when  its  cost  is  defray- 
ed, or  at  least  advanced,  by  others  than  the  eniigrants  them- 
selves. Who  then  is  to  advance  it !  iN^aturally,  it  may  be 
said,  the  capitalists  of  the  colony,  who  require  the  labour, 
and  who  hitend  to  employ  it.  But  to  this  there  is  the 
obstacle,  that  a  capitalist,  after  going  to  the  expense  of 
carrying  out  labourer-s,  has  no  security  that  he  shall  be  the 
person  to  derive  any  benefit  from  them.  If  all  t!ie  capitalists 
of  die  colony  were  to  combine,  and  bear  the  expense  by  sub- 
scription, they  would  still  have  no  security  that  the  labourers, 
when  there,  would  continue  to  work  for  them.  After  ^  ork- 
iug  for  a  aliort  time  and  earning  a  few  pounds,  they  always, 
unless  prevented  by  the  government,  squat  on  mioceupied 
land,  and  work  only  for  themselves.  Tlie  exj^eriment  has 
been  repeatedly  tried  whether  it  was  possible  to  entbrce 
contracts  for  labour,  or  the  repayment  of  the  passage-money 
of  emigrants  to  those  who  advanced  it,  and  the  trouble  and 
expense  have  always  exceeded  the  advantage.  The  only 
other  resource  is  the  voluntary  contributions  of  parishes  or 
individuals,  to  rid  themselves  of  surplus  labourers  who  are 
already,  or  who  are  likely  to  become,  locally  chargeable  on 
the  poor-rate.  "Were  this  speculation  to  become  general,  it 
might  produce  a  sufficient  amount  of  emigration  to  clear  oft' 
the  existing  unemployed  population,  but  not  to  raise  t!ie 
wages  of  the  employed  :  and  the  same  thing  would  requiio 
tti  be  done  over  again  in  less  than  another  generation. 


^ 


f  the  principal 
a  naiiODal  nndcrtakiiig^  is  tliat  m  this  fMimrr  ilooe^  smve  in 
Jughlj  exceptkmBl  casei^  can  emigntioa  be  firif«iq^Kirtiiig. 
The  exportation  of  capital  and  labour  toaneir  cotrntrr  bemg^  , 
ad  before  ob^enred,  one  of  the  best  of  all  affuis  of  bugiiMHI 
it  u  abtfurd  that  it  should  not,  like  other  affairs  of  hasa^^ 
repay  its  own  expenses.   Of  the  great  addition  which  il  makes 
to  the  produce  of  the  world,  there  can  be  no  reason  why  a 
sufficient  portion  should  not  be  intercepted^  and  emploTed  in 
reimbursing  the  ontlaj  incurred  in  effecting  it.    For  reasons 
already  given^  bo  individual  or  body  of  indiridnalaT  can  ram- 
bnrse  theniselves  for  the  expense ;  tlie  govemnieiit,  ho' 
can.    It  can  take  from  the  annual  increase  of  wealth, 
by  the  emigration,  the  fraction  which  suffices  to  repay  with 
interest  what  the  emigration  has  cost     The  expeiises  of  eatH 
gration  to  a  colony  ought  to  be  borne  by  the  colony  ;  and 
this,  in  general,  is  only  possible  wh^i  they  are  borne  by  the 
colonial  government- 

Of  the  modes  in  which  a  fund  for  the  support  of  coloni- 
zation can  be  raised  in  the  colony,  none  is  comparable  in 
advantage  to  that  which  was  first  suggested,  and  has  since 
been  so  ably  and  perseveringly  advocated,  by  Mr.  Wake- 
field :  the  plan  of  putting  a  price  on  all  unoccupied  land, 
and  devoting  the  proceeds  to  emigration.  The  unfounded 
and  pedantic  objections  to  tliis  plan  have  been  answered  in 
a  former  part  of  tliis  chapter :  we  have  now  to  speak  of  its 
advantages.  First,  it  avoids  the  difficulties  and  discontents 
incident  to  raising  a  large  annual  amount  by  taxation  ;  a 
thing  which  it  is  almost  useless  to  attempt  with  a  scattered 
population  of  settlers  in  the  wilderness,  w^ho,  as  experience 
proves,  can  seldom  be  compelled  to  pay  direct  taxes,  except 
at  a  cost  exceeding  their  amoimt ;  while  in  an  infant  com- 
munity indirect  taxation  soon  reaches  its  limit.  The  sale 
of  lands  is  tlms  by  far  the  easiest  mode  of  raising  the  requi- 
site funds.  But  it  has  other  and  still  greater  recommenda- 
tions. It  is  a  beneficial  check  upon  the  tendency  of  a  popu- 
lation of  colonists  to  adopt  the  tastes  and  inclinations  of 
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savage  life,  mid  to  disperse  so  widely  as  to  lose  all  the 
advantages  of  commerce,  of  markets,  uf  separation  of  em- 
ployments, and  eombinatioii  oi'  labour.  By  making  it  neces- 
sary for  those  who  emigrate  at  the  expense  of  the  fund,  to 
earu  a  considerable  snm  betbrc  they  can  become  landed 
propietors,  it  keeps  np  a  perpetual  succession  of  labourers 
for  hire,  who  in  every  country  are  a  most  important  auxil- 
iary even  to  peasant  proprietors  :  and  by  diminishing  the 
eagerness  of  agricultural  speculators  to  add  to  their  domain, 
it  keeps  the  settlers  within  reach  of  each  other  for  purposes  of 
co-operation,  arranges  a  numerous  body  of  them  within  ea^y 
distance  of  each  centre  of  foreign  commerce  and  non-agricul- 
tural industry,  and  ensures  the  fonnation  and  rapid  growth 
of  towns  and  town  products.  Tliis  concentration,  compared 
with  the  dispersion  whicli  uniformly  occurs  when  unoccupied 
land  can  be  had  for  nothing,  greatly  accelerates  the  attain- 
ment of  prosperity,  and  enlarges  the  fund  %vhich  may  be 
di^awn  upon  fur  further  emigration.  Before  the  adoption 
of  the  Wakefield  system,  the  early  years  of  all  new  colonies 
were  full  of  hardship  and  difficulty :  the  last  colony  founded 
on  the  old  principle,  the  Swan  River  settlement,  being  one 
of  the  most  characteristic  instances.  In  all  subsequent  colo- 
nization, the  Wakefield  principle  has  been  acted  upon, 
though  imperfectly,  a  part  only  of  the  proceeds  of  the  sale 
of  land  being  devoted  to  emigration ;  yet  wherever  it  has 
been  introduced  at  all,  as  in  South  Australia,  Victoria,  and 
Jlew  Zealand,  the  restraint  put  upon  the  dispersion  of  the 
settlers,  and  tlie  influx  of  capital  caused  by  the  assurance  of 
being  able  to  obtain  hired  labour,  has,  in  spite  of  many  diffi- 
culties and  much  mismanagement,  produced  a  suddenness 
and  rapidity  of  prosperity  more  like  fable  than  reality,"*^ 

•  The  olyectlona  whk'h  bare  been  made,  with  so  much  viruk*iiee,  iti  some  of 
these  colonies^  to  the  Wakefield  system,  apply,  in  so  far  as  they  have  any  vahd- 
ity,  not  to  tbe  principle,,  hut  to  some  pronaioiia  wliich  are  no  part  of  the  8ysteni|, 
and  hare  been  most  unnecessarily  and  improperly  engrafted  on  it ;  guch  us  the 
offering  only  a  limited  quantity  of  land  for  sale^  and  that  by  auction,  and  in  lota 
of  not  less  than  640  acres,  instead  of  selling  all  land  which  is  asked  for,  ajid 
allowing  to  the  buyer  uidimited  freedom  of  choice,  both  as  to  quantity  and  ait\i»- 
tioD,  at  a  fi\ed  price. 
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The  self-supporting  system  of  colonization,  once  estaU 
llsheil,  would  increase  in  efficiency  every  year;  its  effect 
would  tend  to  increase  in  geometrical  progreBsion  •  for  since 
every  able-bodied  emigrant,  until  the  country  is  fully  pe<> 
pled,  addb  in  a  very  short  time  to  its  wealth,  over  and  above 
lug  own  consumptlLiu,  as  much  as  wo'ild  defray  the  expense 
of  bringing  out  another  emigrant^  it  follows  that  the  greater 
the  number  already  &ent,  thfe  greater  number  might  continuct 
to  be  sent,  each  cniigrant  It^ying  the  foundation  of  a  suecos- 
eion  of  other  emigrants  at  short  interv^als  without  fiesh 
expense,  until  the  colony  is  tilled  up.  It  would  thei*efo:t?  be 
worth  while,  to  the  moilier  country,  to  accelerate  the  early 
fitagBR  of  this  progresBion,  by  loans  to  the  colomes  for  the 
purpose  of  emigration,  repayable  from  tlie  fuud  kb^med  by 
tlie  sales  of  land.  In  thus  ad  vancing  the  meaiii  of  accom- 
pliehinga  large  immediate  emigration,  it  would  be  investing 
that  amount  of  capital  in  the  mode,  of  all  others,  most  bene- 
ficial to  the  colony ;  and  tlie  labour  and  savings  of  these 
endgrants  would  hasten  the  period  at  whicli  a  large  sum 
would  be  available  from  sales  of  land.  It  would  be  neces- 
sary, in  order  not  to  overstock  the  ]a!)0ur-market,  to  act  in 
concert  with  tlie  persons  disposed  to  remove  tlieir  own  cap- 
ital to  the  colony*  The  knowledge  that  a  large  amount  of 
hired  labour  w  ould  be  available,  in  so  productive  a  field  of 
employment,  would  ensure  a  large  emigration  of  capital  from 
a  country,  like  England,  of  low  profits  and  rapid  aecumtda- 
tion  ;  and  it  would  only  be  necessary  not  to  send  out  a 
greater  number  of  laboui'cre  at  one  time,  than  this  capital 
could  absorb  and  employ  at  high  wages,  ■ 

Inasmuch  as,  on  this  system,  any  given  amount  of  expen- 
diture, once  incurred,  would  provide  not  mei*ely  a  single 
emigration,  but  a  perpetually  flowing  stream  of  emigrants, 
which  would  increase  in  breadth  and  depth  as  it  flowed  on ; 
this  mode  of  relieving  overpopulation  has  a  recommendation, 
not  possessed  by  any  other  plan  ever  proposed  for  making 
head  against  the  consequences  of  increase  without  restrain* 
ing  the  increase  itself :  there  is  an  ek-ment  of  indefinituness  * 
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in  it ;  no  one  can  perfectly  foresee  how  far  its  influence,  as  a 
vent  for  surplus  population,  might  iKissibly  reaclu  There  is 
hence  the  strongest  ohligation  on  the  government  of  a  coun- 
try hke  our  own,  with  a  crowded  population,  and  lui occu- 
pied continents  under  its  eoiiimand,  to  build,  as  it  were,  and 
keep  open,  a  biidge  from  the  mother  country  to  those  con- 
tinents, by  establislnue:  the  self-supporting  system  of  coloniza- 
tion on  such  a  scale,  that  as  great  an  amount  of  emigration  as 
the  colonies  can  at  t!ie  time  accommodate,  may  at  all  times  he 
able  to  take  place  witliout  cost  to  the  emigrants  themselves. 
The  importance  of  these  considerations,  as  regards  the 
British  islands,  has  been  of  late  considerably  diminisbed  by 
the  unparalleled  amount  of  spontaneous  emigration  from 
Ireland  ;  an  emigi'ation  not  solely  of  small  farmers,  hut  of 
the  poorest  class  of  agricultural  labourers,  and  wliicli  is  at 
once  voluntary  and  self-supporting,  the  succession  of  emi- 
grants being  kept  up  by  funds  contributed  from  the  earnings 
of  their  relatives  and  connexions  who  had  gone  before.  To 
this  has  been  added  a  large  amount  of  voluntary  emigration 
to  the  seats  of  the  gold  discoveries,  which  has  partly  sup- 
plied the  wants  of  our  most  distant  colonies,  where,  botli 
for  local  and  national  interests,  it  was  moat  of  all  required. 
But  the  stream  of  both  these  emigrations  has  already  con- 
siderably slackened,  and  it  is  not  certain  that  the  aid  ol' 
government  in  a  systematic  form,  and  on  tbe  self-supporting 
principle,  will  not  again  become  necessary  to  keep  the 
communication  open  between  the  hands  needing  work  in 
England,  and  the  work  which  needs  hands  elsewhere. 


§  15.  Tlie  same  principle  which  points  out  colonization, 
Bnd  the  relief  of  the  indigent,  as  cases  to  which  the  prin- 
cipal objection  to  goverimient  interference  does  not  apply, 
extends  also  to  a  variety  of  cases,  in  which  important  pub- 
lic services  are  to  he  perfonned,  while  yet  there  is  no  indi- 
vidnal  specially  interested  in  performing  tliem,  nor  won' ' 
any  adequate  i-eniuneration  naturally  or  spontaneot 
attend  tlieir   performance.     Take    for    instance  a    vo; 
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of  geographical  or  scientific  exploration.  The  information 
sought  may  be  of  great  public  value,  yet  no  individual 
would  derive  any  benefit  from  it  which  would  repay  the 
expense  of  fitting  out  the  expedition  ;  and  there  is  no  mode 
of  intercepting  the  benefit  on  its  way  to  those  who  profit 
by  it,  in  order  to  levy  a  toll  for  the  remuneration  of  its 
authors.  Such  voyages  are,  or  might  be,  undertaken  by 
private  subscription ;  but  this  is  a  rare  and  precarious  re- 
source. Instances  are  more  frequent  in  which  the  expense 
has  been  borne  by  public  companies  or  philanthropic  asso. 
ciations  ;  but  in  general  such  enterprises  have  been  conduct- 
ed at  the  expense  of  government,  which  is  thus  enabled  to 
entrust  them  to  the  persons  in  its  judgment  best  qualified 
for  the  task.  Again,  it  is  a  proper  ofiice  of  government  to 
build  and  maintain  lighthouses,  establish  buoys,  &c.,  for  the 
security  of  navigation :  for  since  it  is  impossible  that  the 
ships  at  sea  which  are  benefited  by  a  lighthouse,  should  be 
made  to  pay  a  toll  on  the  occasion  of  its  use,  no  one  would 
build  lighthouses  from  motives  of  personal  interest,  unless 
indemnified  and  rewarded  from  a  compulsory  levy  made  by 
the  state.  There  are  many  scientific  researches,  of  great 
value  to  a  nation  and  to  mankind,  requiring  assiduous  devo- 
tion of  time  and  labour,  and  not  unfrequently  great  expense, 
by  persons  who  can  obtain  a  high  price  for  their  services 
in  other  ways.  K  the  government  had  no  power  to  grant 
indemnity  for  expense,  and  remuneration  for  time  and  labour 
thus  employed,  such  researches  could  only  be  undertaken  by 
the  very  few  persons  who,  with  an  independant  fortune,  unite 
technical  knowledge,  laborious  habits,  and  either  great 
public  spirit,  or  an  ardent  desire  of  scientific  celebrity.* 

•  Connected  with  this  subject  is  the  question  of  providing,  by  means  of 
endowments  or  salaries,  for  the  maintenance  of  what  has  been  called  a  learned 
class.  The  cultivation  of  speculative  knowledge,  though  one  of  the  most  useful 
of  all  employments,  is  a  service  rendered  to  the  community  collectively,  not  indi- 
vidually, and  one  consequently  which  it  is,  prwva  facie^  reasonable  that  the  com- 
munity collectively  should  pay ;  since  it  gives  no  claim  on  any  individual  for  a 
pecuniary  remuneration ;  and  unless  a  provision  is  made  for  such  services  from 
fome  public  fund,  there  is  not  only  no  encouragement  to  them,  but  there  is  as 
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It  may  be  said  generally,  that  anything  which  it  h 
desirable  slioulii  be  done  for  the  geueral  interests  of  man- 
kind  or  of  future  generations,  or  for  the  present  interests 
of  those  members  of  the  community  w!io  require  external 
aid,  but  which  is  not  of  a  nature  to  remunerate  individuals 
or  associationa  for  undertaking  it,  is  in  itself  a  suitable 
thing  to  be  undertaken   by  government:  though,  before 


much  discouragement  as  is  inipUetl  in  the  iinpossibilit}-  of  gaining  a  living  by 
such  pursuits,  and  the  necessity  consequently  imposed  on  most  of  those  who 
would  be  capable  of  tbem,  to  employ  the  greatest  part  of  their  time  in  gaining  a 
mibsistenee.  The  evil*  however,  is  greater  in  appearance  than  in  reality.  The 
greatest  things,  it  has  been  said,  have  generally  been  done  by  tliose  who  liad  the 
least  time  at  their  disposal ;  and  the  occupation  of  some  hours  every  day  in  a 
routine  employment^  luis  often  lieen  found  compatible  with  the  most  brilliant 
^achievements  in  literature  and  philosophy.  Yet  there  are  investigations  and  ex* 
periments  which  require  not,  only  a  long  but  a  continuous  devotion  of  time  and 
attention:  there  are  also  occupations  which  so  engross  and  fatigue  the  mental 
faculties,  as  to  be  inconsistent  with  any  vigorous  emplopnent  of  them  upon 
other  subjects,  even  in  intervals  of  leisure.  It  19  highly  desirable^  therefore, 
that  there  should  be  a  mode  of  ensuring  to  the  public  the  services  of  scientific 
■discoverers,  and  perhaps  of  some  other  classes  of  savant,  by  aifording  them  the 
means  of  support  consistently  with  devoting  a  sufficient  portion  of  time  to  their 
peculiar  pursuits.  The  fellowships  of  the  Universities  are  an  instttutiou  excel- 
lently adapted  for  such  a  purpose ;  but  are  hardly  ever  applied  to  it,  being  bo- 
;stowed,  at  the  best,  as  a  reward  for  past  proficiency,  in  committing  to  memory 
what  has  been  done  by  others,  and  not  as  the  salary  of  future  labours  in  the  ad- 
ranccment  of  knowledge.  In  some  countries,  Academies  of  science,  antiquities, 
history,  &c*,  have  been  formed,  with  emoluments  annexed*  The  most  effectual 
plan,  and  at  the  same  time  the  least  liable  to  abuse,  seems  to  he  that  of  confer- 
ring Professorships,  with  duties  of  instruction  attached  to  them.  The  occupa- 
tion of  teaching  a  branch  of  knowledge,  at  least  in  its  higher  departments,  is  a 
help  rather  than  an  impediment  to  the  systematic  cultivation  of  the  subject 
itself.  The  duties  of  a  professorship  almost  aUvays  leave  much  time  for  original 
researches,  and  the  greatest  advances  which  have  been  made  in  the  various 
sciences,  both  moral  and  phyj^ieal,  have  originated  with  those  who  were  public 
teachers  of  them ;  from  Plato  and  Aristotle  to  the  great  names  of  the  l^Hitcli, 
French,  and  German  UniTersitiea.  I  do  not  mention  the  English,  because  their 
professorshipa  have  been,  as  is  well  knowTi,  little  more  than  nominal.  In  tho 
•caae,  too,  of  a  lecturer  in  a  great  Institutitm  of  education,  the  public  at  large  has 
the  means  of  judtiing,  if  not  the  quality  of  the  tcadiing,  at  least  the  talents  and 
Industry  of  the  teacher;  and  it  is  more  difficult  to  nii.'iemplo}^  the  power  of  ap- 
pointment to  such  an  office,  than  to  job  in  pensioaa  and  salaries  to  persona  not 
so  "directly  before  the  public  eye. 
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making  the  work  their  owii,  governments  ought  always  to 
consider  if  there  be  any  rational  probability  of  its  being  done 
on  what  is  called  the  voluntary  principle,  and  if  so,  whether 
it  is  likely  to  be  done  in  a  better  or  more  effectual  manner 
by  government  agency,  than  by  the  zeal  and  liberality  of 
individuals. 

§  16.  The  preceding  heads  comprise,  to  the  best  of  my 
judgment,  the  whole  of  the  exceptions  to  the  practical 
maxim,  that  the  business  of  society  can  be  best  pferformed 
by  private  and  voluntary  agency.  It' is,  however,  necessary 
to  add,  that  the  intervention  of  government  cannot  always 
practically  stop  short  at  the  limit  which  defines  the  cases 
intrinsically  suitable  for  it.  In  the  particular  circumstances 
of  a  given  age  or  nation,  there  is  scarcely  anything,  really 
important  to  the  general  interest,  which  it  may  not  be 
desirable,  or  even  necessary,  that  the  government  should 
take  upon  itself,  not  because  private  individuals  cannot 
effectually  perform  it,  but  because  they  will  not.  At  some 
times  and  places  there  will  be  no  roads,  docks,  harbours, 
canals,  works  of  irrigation,  hospitals,  schools,  colleges,  print- 
ing presses,  unless  the  government  establishes  them;  the 
public  being  either  too  poor  to  command  the  necessary 
resources,  or  too  little  advanced  in  intelligence  to  appreciate 
the  ends,  or  not  sufficiently  practised  in  joint  action  to  be 
capable  of  the  means.  This  is  true,  more  or  less,  of  all 
countries  inured  to  despotism,  and  particularly  of  those  in 
which  there  is  a  very  wide  distance  in  civilization  between 
the  people  and  the  government :  as  in  those  which  have 
been  conquered  and  are  retained  in  subjection  by  a  more 
energetic  and  more  cultivated  people.  In  many  parts  of  the 
world,  the  people  can  do  nothing  for  themselves  which 
requires  large  means  and  combined  action  ;  all  such  things 
are  left  undone,  unless  done  by  the  state.  In  these  cases, 
the  mode  in  which  the  government  can  most  surely  demon- 
strate the  sincerity  with  which  it  intends  the  greatest  good 
of  its  subjects,  is  by  doing  the  things  which  are  made  incum- 
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bent  on  it  by  the  helplessness  of  the  public,  in  such  a  man- 
ner as  shall  tend  not  to  increase  and  perpetuate  but  to  cor- 
rect that  helplessness.  A  good  government  will  give  all  its 
aid  in  such  a  shape,  as  to  encourage  and  nurture  any  rudi- 
ments it  may  find  of  a  spirit  of  individual  exertion.  It  will 
be  assiduous  in  removing  obstacles  and  discouragements  to 
voluntary  enterprise,  and  in  giving  whatever  facilities  and 
whatever  direction  and  guidance  may  be  necessary :  it& 
pecuniary  means  will  be  applied,  when  practicable,  in  aid 
of  private  efforts  rather  than  in  supersession  of  them,  and 
it  will  call  into  play  its  machinery  of  rewards  and  honoura 
to  elicit  such  efforts.  Government  aid,  when  given  merely 
in  defatdt  of  private  enterprise,  should  be  so  given  as  to  be 
as  far  as  possible  a  course  of  education  for  the  people  in  the 
art  of  accomplishing  great  objects  by  individual  energy  and 
voluntary  co-operation. 

I  have  not  thought  it  necessary  here  to  insist  on  that 
part  of  the  functions  of  government  which  all  admit  to  be 
indispensable,  the  function  of  prohibiting  and  punishing 
such  conduct  on  the  part  of  individuals  in  the  exercise  of 
their  freedom,  as  is  clearly  injurious  to  other  persons,  whether 
the  case  be  one  of  force,  fraud,  or  negligence.  Even  in  the 
best  state  which  society  has  yet  reached,  it  is  lamentable  to 
think  how  great  a  proportion  of  all  the  efforts  and  talents  iu 
the  world  are  employed  in  merely  neutralizing  one  another. 
It  is  the  proper  end  of  government  to  reduce  this  wretched 
waste  to  the  smallest  possible  amount,  by  taking  sucB 
measures  as  shall  cause  the  energies  now  spent  by  mankind 
in  injuring  one  another,  or  in  protecting  themselves  against 
injury,  to  be  turned  to  the  legitimate  employment  of  the 
human  faculties,  that  of  compelling  the  powers  of  nature  to 
be  more  and  more  subservient  to  physical  and  moral  good. 


THE  END. 
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